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MODULE  OVERVIEW 


Every  day  you  make  dozens  of  decisions.  You  might  decide  whether  to  work, 
study,  or  play.  You  might  decide  on  what  to  spend  your  money.  These  decisions 
all  have  something  in  common:  they  are  all  economic  decisions.  All  individuals 
and  all  groups  in  society  face  similar  economic  decisions  because  it  seems  there 
is  “just  never  enough  to  go  around.”  Arrangements  set  up  by  societies  to  deal 
with  the  production,  distribution,  and  consumption  of  goods  or  services  are  called 
economic  systems.  In  this  module  you  will  examine  the  major  types  of  economic 
systems  in  the  world  today  and  determine  how  each  system  deals  with  the 
problem  of  “not  enough.” 


Evaluation 


Your  mark  in  this  module  will  be  determined  by  how  well  you  complete  your 
work  in  the  Assignment  Booklet.  In  this  module  you  must  complete  five  section 
assignments.  The  mark  distribution  is  as  follows: 


Section  1 Assignment 
Section  2 Assignment 
Section  3 Assignment 
Section  4 Assignment 
Section  5 Assignment 


15  marks 
20  marks 
15  marks 
25  marks 
25  marks 


TOTAL  100  marks 
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Economics  and 
Economic  Systems 


Wha,  economic  needs  and  wants  do  you  have?  What  available  resources  do 
you  have  to  help  you  fill  the  economic  needs  and  wants  you  have?  The  amount 
of  wealth  that  you  and  your  family  have  will  determine  your  standard  of  living. 
Maintaining  or  increasing  this  standard  of  living  depends  on  the  amount  of 
income  you  and  your  family  have.  Governments,  too,  have  to  deal  with  how  to 
maintain  or  improve  the  wealth  of  the  country  which  affects  the  people’s 
standard  of  living.  People’s  needs  and  demands  and  the  resources  available  are 
not  evenly  matched  so  governments  and  individuals  must  make  decisions  about 
how  to  balance  these. 

In  this  section  you  will  learn 

• what  an  economic  system  is 

• why  we  need  an  economic  system 

• what  three  things  all  economic  systems  must  do 

• why  individuals  and  governments  always  have  to  make  choices 


Social  Studies  33:  Module  3 


Module  3:  Section  1 


4 


Activity  1 : Economic  Systems 


Scarcity:  a situation  that 
develops  from  unlimited  wants 
together  with  limited  resources 


Wants:  things  desired  by  a 
person  that  are  not  essential  for 
survival 

Resource:  a source  of  supply 

Needs:  things  essential  to  a 
person  for  survival 


Talk  show  host:  Today  on  our  program,  Ideologies,  our  guest  is  economics 

professor  Dr.  Karl  Smith.  We  hope  to  find  out  from  Dr.  Smith 
what  economic  systems  are.  Dr.  Smith,  welcome  to  the  show. 

Doctor  Smith:  Thank  you.  I’m  pleased  to  be  here. 


Talk  show  host:  Dr.  Smith,  what  exactly  is  an  economic  system? 

Doctor  Smith:  An  economic  system  is  a set  of  arrangements  for  dealing  with 

scarcity. 


Talk  show  host:  But  surely  we  don’t  have  scarcity  in  this  country;  yet  we  do 

have  an  economic  system,  do  we  not? 


Doctor  Smith:  Well,  let  me  start  by  defining  scarcity.  To  an  economist 

scarcity  means  that  individuals  have  unlimited  wants,  but  have 
only  limited  resources.  Needs  are  things  you  must  have  to 
survive,  like  food,  water,  shelter,  and  clothing. 


Talk  show  host:  Most  people  want  more  than  those  basics  though! 


Doctor  Smith:  Exactly!  That’s  where  scarcity  arises.  When  people’s  wants 

greatly  exceed  their  needs,  it  puts  pressure  on  the  limited 
resources.  The  costs  must  be  weighed  in  making  decisions. 

Talk  show  host:  You  mean  how  much  each  will  cost? 


Doctor  Smith:  No,  not  exactly.  There  are  different  ways  to  use  resources.  It 

is  the  economic  system  that  decides  how  to  use  them.  If  you 
use  a resource  for  one  thing,  you  won’t  have  it  for  another. 
That’s  what  I mean  by  costs. 
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Capitalism:  an  economic  system 
in  which  the  means  of  production 
are  owned  by  individuals 


Talk  show  host:  What  decisions  must  be  made? 


Dr.  Smith:  Any  economic  system  must  answer  three  basic  questions: 

What  will  be  produced?  How  will  it  be  produced?  How  will  the 
end  product  be  distributed? 

Talk  show  host:  So  how  are  these  decisions  made? 


Dr.  Smith:  That’s  where  ideologies  enter  the  picture.  Capitalism  believes 

that  anything  wanted  by  enough  people  should  be  produced  by 
whoever  is  willing  to  produce  it.  It  is  consumed  by  whoever 
wants  it  and  is  willing  to  pay  for  it. 

On  the  other  hand,  communism  says  that  only  those  things 
that  benefit  the  whole  society  should  be  produced  and  in 
quantities  decided  on  by  the  government.  Anyone  who  wants 
what  the  government  decides  to  produce  may  purchase  it,  if 
there  is  enough. 


1 . What  is  the  role  of  an  economic  system? 


2.  What  does  an  economist  mean  by  scarcity ? 


Opportunity  cost:  the  benefit 
that  is  given  up  when  one  choice 
is  made  over  another 


Choice  implies  setting  aside  certain  needs  and  wants.  What  will  you  buy  now, 
and  what  can  you  wait  to  buy?  What  you  decide  not  to  buy  because  you  buy 
something  else  is  called  the  opportunity  cost.  For  example,  if  you  want  to  buy  a 
new  compact  disc  and  a book,  but  you  have  only  enough  money  for  one  item, 
you  must  make  a choice.  If  you  buy  the  compact  disc,  the  book  is  the 
opportunity  cost. 
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Lucy  had  $20.  Thursday  night  she  had  a 
choice  to  make.  She  had  the  opportunity 
take  her  friend’s  shift  at  a restaurant  and 
earn  another  $20;  she  could  take  her 
boyfriend  to  a movie;  or  she  could 
stay  at  home,  save  her  money,  and 
study  for  a test  she  was  having  next 
day.  She  chose  to  go  to  the  movie. 


3.  What  were  two  costs  of  that  decision? 


4.  What  is  the  difference  between  needs  and  wants? 


5.  List  your  basic  needs. 


6.  List  five  wants  you  have. 


Check  your  answers  by  turning  to  the  Appendix,  Section  1 : Activity  1 . 
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Activity  2:  Resources 


Capital  resources:  (sometimes 
referred  to  as  capital  goods) 
goods  that  are  created  by  people 
to  produce  something  else 
Examples:  tools,  machines 


Dr.  Smith,  you've  talked  a lot  about 
resources.  What  do  you  mean 
by  resources? 


We're  just  about  out  of  time 
for  today.  Can  you  give  us 
one  last  comment  about  the 
role  of  economic  systems? 


There  are  three  types  of 
resources:  natural  resources, 
human  resources,  and  capital 
resources.  Natural  resources 
are  the  different  minerals,  oil,  gas, 
trees,  that  kind  of  thing.  Human 
resources  are  the  labour  people 
put  into  producing  goods  or 
supplying  services.  The  capital 
resources  are  the  tools  used  in 
producing  the  goods  or  services. 


Answering  the  three  basic  questions 
on  how  the  resources  are  allocated  is 
a problem  for  all  societies.  It  is  the 
role  of  the  economic  system  to  make 
these  decisions. 


1 . What  are  the  three  kinds  of  resources? 


2.  List  three  examples  of  each  kind  of  resource, 
a.  resources 


b. 


resources 


c. 


resources 
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Goods:  things  that  have 
economic  use  or  satisfy  an 
economic  want 

Services:  business  functions  in 
production  or  distribution 
Examples:  hairdressers  produce 
haircuts;  truck  drivers  deliver 
products 


An  economic  system  exists  to  provide  goods  and  services  that  people  need  and 
want. 

3.  In  the  space  provided,  indicate  with  a G or  an  S whether  each  item  below  is  a 
good  or  a service. 

bubble  gum  a TV  program 

telephone  calls  school  desks 

blankets  telephone  booths 

police  protection  an  ambulance 

a taxi  a taxi  ride 

mail  delivery  fire  truck 

telephone  system  computer  repair 

4.  Give  the  scale  below  an  appropriate  title.  Label  each  tray  of  the  scale. 
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Follow-up  Activities 

If  you  have  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of 
the  concepts,  it  is  recommended  that  you  do  the  Enrichment. 

Extra  Help 


Why  Do  Societies  Have  Economic  Systems? 


Universal  economic  occurrence: 
SCARCITY 
(unlimited  wants  & limited  resources) 


therefore 


/ 

^ Three  questions  must  be  answered:^ 

• What  will  we  produce? 

• How  will  we  produce  it? 

. • Who  will  get  it? 


to  answer  these 

Three  productive  resources 
are  involved: 

• natural  resources 

• human  labour 

• capital 


problem  for  all  societies 


How  should  resources  be  used  and  organized  to  deal  with 
in  this  society? 

„ 
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1 . Assume  that  you  just  received  a gift  of  $500  from  a rich  aunt.  You  have 
made  a list  of  things  you  would  like  to  do  with  the  money. 

a.  Rank  (prioritize)  these  items  in  order  of  your  personal  preference: 

• buy  a used  mountain  bike  ($200) 

• buy  a stereo  system  ($400) 

• take  a trip  to  visit  friends  in  the  next  province  ($300) 

• save  for  the  future  ($500) 

• buy  some  new  clothes  ($200) 

• buy  some  new  textbooks  for  the  fall  term  ($200) 

• buy  six  videocassettes  ($100) 

b.  What  are  the  opportunity  costs  of  your  choices? 


2.  Can  you  think  of  any  goods  or  services  that  satisfy  wants  or  needs,  but  do  not 
pose  an  economic  problem?  Hint:  Is  anything  unlimited  in  supply  or 
limited  in  wants? 


Check  your  answers  by  turning  to  the  Appendix,  Section  1 : Extra  Help. 
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Enrichment 


Most  people  do  not  realize  the  great  number  of  goods  and 
services  that  they  use  daily.  For  any  one  day,  make  a list 
of  things  you  used.  Indicate  if  each  is  a good  (G)  or  a 
service  (S).  You  might  start  with  the  alarm  clock  that 
wakes  you  up. 


2.  How  does  the  principle  of  scarcity  influence  your  life  today?  Considering 
that  there  are  limited  resources  and  unlimited  wants,  list  three  things  that 
you  could  do  in  the  next  five  years  to  narrow  the  scarcity  gap. 
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Conclusion 

Every  person  and  every  country  would  like  to  have  unlimited  abundance,  but  all 
experience  scarcity.  All,  therefore,  must  have  arrangements  for  dealing  with 
scarcity  by  answering  the  three  basic  economic  questions: 

• What  will  we  produce? 

• How  will  we  produce  it?  (method  of  production) 

• Who  will  get  what  is  produced?  (how  the  goods  will  be  distributed) 

Success  in  the  economics  game  means  narrowing  the  gap  between  wants  and  the 
resources  that  satisfy  wants.  Choices  need  to  be  made  to  balance  the  available 
resources  with  people’s  wants.  There  is  an  opportunity  cost  each  time  a choice  is 
made  as  producing  more  of  one  good  leaves  less  resources  to  produce  another 
good. 


CIDA  Photo:  P.  Chlasson,  Senegal 


ASSIGNMENT 


Turn  to  your  Assignment  Booklet  and  do  the  assignment  for  this  section. 
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Market  Economy 


J ust  as  you  as  an  individual  must  make  economic  decisions,  governments  must 
make  economic  decisions  that  affect  their  citizens.  Consider  how  the  Canadian 
government  makes  its  economic  decisions.  Do  other  countries  make  their 
economic  decisions  in  a similar  way?  Could  Canadians  decide  on  economic 
issues  using  some  other  system  or  approach? 

Regardless  of  the  approach  used,  governments  of  all  nations  around  the  world 
must  answer  three  basic  economic  questions:  what  to  produce,  how  to  produce 
it,  and  for  whom  to  produce  it.  The  way  each  country  answers  these  questions 
determines  whether  the  country  has  a planned  economy,  a market  economy,  or  a 
mixed  economy. 

In  this  section  the  market  economy  will  be  examined  in  more  detail.  You  will 
learn  about 

• the  attitudes  and  beliefs  that  support  market  economies 

• how  market  economies  are  organized  to  deal  with  the  problem  of  scarcity 

• how  the  U.S.A.  has  organized  itself  based  primarily  on  market  economy 
principles 
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Laissez-faire:  an  economic 
system  whereby  things  are 
allowed  to  proceed  without 
government  interference 


Profit:  selling  price  of  a good  or 
service  minus  production 
expenses 


Producer:  one  who  makes 
goods  or  produces  a service 


Consumer:  one  who  buys  goods 
or  services 


Activity  1 : How  Market  Systems  Deal  with  the 
Problem  of  Scarcity 

A market  economy  is  also  known  as  free  enterprise  or  private  enterprise  or 
capitalism  or  laissez-faire.  If  you  see  any  of  these  names  used,  they  all  refer  to 
the  same  system.  The  ideas  and  practices  that  make  up  the  free  market  system 
originated  in  Europe  during  the  eighteenth  century.  Adam  Smith,  a Scottish 
economist,  provided  most  of  the  ideology  that  explains  and  supports  this  system. 

Smith  believed  that  there  had  to  be  an 
economic  system  that  better  reflected  his  view 
of  man’s  competitive  nature.  His  beliefs 
formed  the  basis  for  the  development  of 
capitalism.  The  driving  force  of  capitalism  is 
the  free  market. 

Smith  felt  that  by  having  government 
intervene  in  the  market  (or  economy), 
economic  growth  was  slowed.  He  believed 
that  if  you  allowed  individuals  to  pursue  their 
own  self-interest,  all  of  society  would  benefit. 

How  could  this  be  possible?  This  must  have  been  a common  question.  The  logic 
is  really  simple.  If  a producer  is  acting  in  his  or  her  own  self-interest,  then  the 
ultimate  goal  is  to  make  as  much  money  as  possible.  To  do  this,  the  producer 
must  sell  a product  or  service  to  a buyer.  The  buyer,  on  the  other  hand,  only  has 
so  much  money  and  will  only  buy  things  that  he  or  she  feels  he  or  she  needs  or 
wants.  So  the  seller  must  find  out  what  the  buyer  wants  to  buy  and  provide  it. 
The  buyer  and  seller  will  then  decide  on  a fair  price.  The  buyer  then  has  the 
good  or  service  that  was  wanted,  and  the  seller  has  a profit. 

If  you  have  access  to  a computer  linked  to  Internet,  do  some  net  surfing  to  learn 
more  about  Adam  Smith.  Using  your  search  tools  you  should  be  able  to  locate 
several  sites  that  will  provide  you  with  extra  information  on  Smith’s  view  of 
economics. 

Market  systems  deal  with  the  three  basic  economic  problems  in  the  following 
manner. 

All  property  and  machinery  is  owned  by  individuals  or  groups  of  individuals 
organized  into  corporations.  Their  purpose  is  to  use  resources  to  produce  goods 
or  services  to  sell  for  profit.  Everyone  is  either  a producer  or  a consumer  of 
goods  and  services;  most  are  both.  For  example,  students  may  sell  their  labour  to 
a department  store,  then  with  their  wages,  purchase  (consume)  several  kinds  of 
goods  and  services. 


Adam  Smith 
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Supply:  the  quantity  of  a good 
or  service  that  a producer  is 
willing  to  provide  at  a particular 
price 

Demand:  the  desire  and  ability 
to  buy  a good  or  a service 


Supply  and  Demand 

Supply  and  demand  act  as  internal  controls  on  the  production  and  distribution  of 
goods  in  a society.  The  effects  of  supply  and  demand  work  to  answer  all  of  the 
basic  economic  questions. 

Demand  is  most  easily  understood  as  being  similar  to  desire.  If  you  are  willing 
to  purchase  a good  or  service  that  you  desire,  you  are  creating  demand  for  it. 
When  you  go  to  the  stereo  shop  and  buy  a stereo,  you  are  giving  the  owner  the 
incentive  to  stock  more  stereos. 

If  you  decide  that  stereos  are  too  expensive  and  you  do  not  buy  one,  fewer 
stereos  will  be  produced.  So  if  you  do  not  spend  your  money,  fewer  stereos  will 
be  made  available  for  sale.  By  either  spending  or  holding  on  to  your  money,  you 
have  a small  part  in  determining  the  supply  of  goods.  Here  is  an  example  of  a 
demand  curve. 


Consumer  sovereignty:  a system 
according  to  which  buyers, 
through  their  purchases, 
determine  what  will  be  produced 
in  a market  economy 


Demand  for  Stereos 


Quantity  Produced 

Supply  is  the  amount  of  a good  or  service  that  a seller  is  willing  to  offer  for  sale. 
Supply  is  often  determined  by  the  price  that  consumers  are  willing  to  pay  for  a 
product.  Two  terms  that  show  the  importance  of  consumer  spending  on  supply 
and  demand  are  dollar  voting  and  consumer  sovereignty. 

A sovereign  is  a king,  so  consumer  sovereignty  means  the  consumer  is  king.  The 
consumer’s  kingdom  is  the  market,  and  whatever  the  consumer  wants  produced 
will  be  produced. 
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The  reason  the  consumer  has  so  much  power  in  determining  supply  is  partly  due 
to  dollar  voting.  To  vote  means  to  show  support  or  to  express  an  opinion.  Dollar 
voting  means  to  express  your  opinion  on  certain  products  by  either  using  your 
dollars  to  buy  or  not  buy  a product.  Those  products  that  you  demand  will  be 
supplied. 

If,  for  instance,  consumers  shift  their  preference  from  chocolate  bars  to  slurpees, 
producers  will  produce  fewer  bars  and  more  slurpees  in  order  to  satisfy  demand 
and  to  increase  their  profits.  Smith  argued  that  in  private  enterprise  the  consumer 
is  sovereign  (has  power).  Buyers  have  power  to  decide  what  will  be  produced 
and  what  the  selling  price  will  be. 

1 .  What  is  meant  by  consumer  sovereignty  ? 


2.  What  role  does  profit  play  in  market  economies? 


3.  What  becomes  of  businesses  that  do  not  respond  to  consumer  demand? 
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In  a market  economy  who 
determines  how  goods  are 
produced? 


That  is  determined  by  the  producers 
of  goods  and  services.  As  you  have 
seen  in  Section  1 , three  things  are 
involved  in  production:  resources, 
labour,  and  capital  goods. 

Producers  will  use  the  combination 
of  these  three  that  is  most  profitable 
to  them. 


I'm  not  sure  I follow  you! 


For  example,  if  human  labour  is 
plentiful  and  cheap,  a contractor  will  use 
workers  with  picks  and  shovels  to  dig  a 
tunnel.  If  wages  increase  and  the  cost 
of  gasoline  is  low,  the  contractor  may 
decide  it  is  cheaper  to  use  bulldozers 
instead  of  workers  with  picks  and 
shovels.  Decisions  about  methods  of 
production  may  change  frequently  as 
costs  rise  and  fall. 


I think  I follow  how  that 
works. 
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Who  gets  what  share  of  the  goods  and 
services  produced?  Think  about  that 
for  a minute. 


Oh,  I see  what  you  mean.  The 
obvious  answer  is  that  those  with  the 
most  money  can  purchase  the  most. 
But  how  is  it  determined  in  the  market 
economy?  Is  who  has  the  most  money 
what  determines  it? 


That  is  often  seen  as  one  of  the 
advantages  of  the  free  enterprise 
system.  Each  individual  is  free  to 
sell  or  rent  his  or  her  resources 
(labour,  capital,  or  natural  resources) 
for  as  much  as  some  producer  is  willing 
to  pay.  Those  who  are  able  to  rent  or 
sell  them  for  the  most  money,  are  able 
to  purchase  the  most  goods  or  services. 


0 


Sounds  complicated! 
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4. 


Not  really!  If  skilled  surgeons,  hockey 
stars,  owners  of  oil  wells,  or  apartment 
owners  are  able  to  offer  their  particular 
good  or  service  for  a high  price,  then 
they  have  more  money  to  buy  whatever 
they  want. 

L J 


Oh,  I see,  if  I work  hard  in  school 
and  get  a good  paying  job  then 
HI  make  more  money  to  buy  nice 
clothes  and  fancy  cars. 


Exactly!  In  market  economies  there  is 
no  overall  plan.  Individuals  win  or  lose 
depending  on  their  ambition  or  skill — or 
sometimes  their  aood  luck. 


In  market  economies,  who  decides  what  methods  of  production  will  be  used 
(the  how  question)?  On  what  do  they  base  this  decision? 


5.  Do  market  economies  provide  for  equal  distribution  of  wealth  for  people  in 
that  society?  Why? 


ill 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  1. 
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The  Price  System 

For  the  market  economy  to  operate,  there  must  be  competition  between  producers 
for  the  consumer’s  business.  When  competition  is  present,  consumers  can 
compare  products  and  prices  from  competing  producers  and  reward  the  best 
producer  by  buying  their  product.  Producers  whose  product  does  not  sell  must 
improve  or  else  go  out  of  business. 

Market  prices  for  goods  and  services  are  determined  by  the  supply  available  and 
the  demand  by  consumers  to  buy  it.  Remember  demand  means  both  our  desire 
and  ability  to  buy  something.  You  may  have  the  desire  to  buy  a sporty  car  but 
not  necessarily  have  the  ability  (money)  to  do  so. 


Supply 

Demand 

Price 

increased 

unchanged 

decreases 

increase 

d 

increases 

decreased 

unchanged 

increases 

unchanged 

decreased 

6.  For  each  of  the  following  items  determine  whether  the  price  will  increase  or 
decrease. 

a.  There  is  a crop  failure  in  the  coffee  crop  in  Brazil.  Demand 

for  coffee  remains  constant. 

b.  There  is  no  snow.  Supply  of  cross  country  skis  is  constant. 


c.  It  is  a very  cold  winter.  The  supply  of  winter  clothing  is  down 
due  to  a strike  in  the  garment  industry. 
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Monopoly:  absence  of 
competition;  a system  occuring 
when  only  one  producer  has 
complete  control  of  a good  or  a 
service 


If  competition  is  not  present,  a monopoly  is  said  to  exist.  A player  wins  at  the 
game  of  Monopoly®  when  that  player  owns  everything  and  there  is  no  longer 
competition.  When  a producer  has  a monopoly,  the  consumer  is  no  longer 
sovereign  and  prices  are  not  set  by  supply  and  demand;  therefore,  the  system 
cannot  function  effectively.  Monopolies  are  great  for  producers,  but  terrible  for 
consumers. 

Another  necessary  condition  is  freedom  for  buyers  and  sellers  to  pursue  their 
own  self-interests:  that  is,  to  find  the  most  profitable  deal  for  themselves. 
Everyone  is  responsible  for  his  or  her  own  well-being.  The  incentive  that 
motivates  people  to  act  is  the  desire  for  personal  profit.  Eaton’s  Department 
Store  might  have  a sale,  not  because  they  want  customers  to  get  a bargain,  but 
because  it  is  good  for  their  own  interests.  And  bakers  bake  and  professional 
athletes  practise  for  exactly  the  same  reason.  According  to  Adam  Smith  it  is 
important  that  governments  do  not  interfere  with  the  economic  system.  Laissez- 
faire  (leave  it  alone)  was  his  reply  when  asked  how  governments  could  best  help 
the  economy. 

7.  Why  is  competition  necessary  for  a capitalist  system  to  function? 


8.  Of  the  following  beliefs  and  attitudes,  which  would  be  held  by  supporters  of 
private  enterprise?  Put  a / beside  those  that  apply. 


freedom 
competition 
cooperation 
government  control 
selfishness 
price  controls 
individualism 
economic  equality 


profit  incentive 

sharing 

self-interest 

private  ownership 

monopoly 

collectivism 

prices  set  by  supply  and  demand 
central  economic  planning 


9.  What  is  the  measurement  of  “success”  in  a market  system? 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  1. 
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Activity  2:  Model  of  a Market  Economy 

In  Section  4 of  Module  1,  you  were  introduced  to  the  idea  of  using  a model  to 
represent  the  basic  features  of  a system  that  operates  in  the  real  world.  This 
method  can  be  used  to  examine  the  features  of  a market  economy.  Producers  (P) 
and  consumers  (C)  in  a market  economy  could  be  represented  by  the  following 
model: 


2.  Why  are  the  letters  of  different  sizes? 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  2. 
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Suppose  a new  product  is  invented,  a 3-dimensional  TV.  How  would  a free 
enterprise  system  decide  answers  to  the  following  questions? 


3.  a.  Will  these  new  TVs  be  manufactured? 


b.  If  so,  how  many? 


4.  Will  they  be  built  by  hand  or  by  automation? 


5.  Who  will  get  them? 


6.  How  much  will  they  cost? 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  2. 
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Economic  competition:  a system 
involving  a large  number  of 
producers  and  sellers  interacting 
in  a free  market 

Private  property:  ownership  of  a 
good  or  service  by  a group  or 
individual 

Contract:  an  arrangement  to 
protect  interests  in  an  exchange 
of  goods  and  services 


Public  sector:  that  which  is 
government-owned 
In  a mixed  economy,  like 
Canada,  government-owned 
companies,  like  Canada  Post, 
make  up  the  public  sector. 

Private  sector:  that  which  is 
owned  by  individuals  or 
companies 

Examples:  Shell,  Dairy  Queen 


Activity  3:  That  Government  Is  Best  Which  Governs 
Least 

As  you  have  seen,  supporters  of  market  systems  believe  governments  should  not 
own  businesses  or  control  buyer-seller  transactions. 

The  only  role  that  Adam  Smith  saw  for  the  government  in  the  marketplace  was  to 
ensure  a peaceful  environment  where  perfect  economic  competition  could  exist. 
To  achieve  this  peaceful  economic  environment,  government  had  to  guarantee 
the  right  of  individuals  to  own  private  property.  Also,  the  government  was 
responsible  for  guaranteeing  contracts.  Imagine  an  economic  system  where 
there  were  no  rules,  a system  where  no  one  could  rightly  say,  “I  own  this,  and  it 
is  mine  to  do  with  as  I like.”  If  one  cannot  be  sure  of  ownership,  there  cannot  be 
buying  or  selling.  There  would  be  nothing  to  stop  the  strongest,  meanest  person 
in  a town  from  simply  stating,  “I  want  this,  so  I am  going  to  take  it.”  There  must 
be  some  sort  of  assurance  in  the  market  that  this  will  not  occur.  This,  according 
to  Smith,  was  the  government’s  job. 

Look  at  the  following  model  of  an  economic  system. 


Public  Sector 

Private  Sector 

LAW  AND  ORDER 

UTILITIES 

STORES 

INDUSTRIES 

HEALTH  CARE 

TRANSPORTATION 

BANKS 

POST  OFFICE 

MINES 

FARMING 

1 . Does  the  model  represent  a market  economy?  How  do  you  know? 
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2.  Does  the  model  represent  Canada?  Why,  or  why  not? 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  3. 

^ 


Activity  4:  U.S.  Economy — Winners  and  Losers 

During  the  decade  of  the  1980s,  there  were  significant  changes  in  the  primarily 
capitalistic  economics  of  the  United  States.  Changes  in  the  what  question  were 
often  the  most  obvious.  Every  year  hundreds  of  new  products  or  varieties 
appeared  on  the  market  and  hundreds  of  others  disappeared.  Methods  of 
production  changed  as  well.  Therefore  the  U.S.  answer  to  the  for  whom 
question:  “Who  gets  what  ?”  is  considerably  different  now  than  a decade  ago. 
There  are  many  new  winners  and  losers. 

Among  the  biggest  winners  have  been  those  in  the  field  of  entertainment:  music, 
TV,  movies,  and  sports.  Total  earnings  of  two  major  entertainers  were  near  $100 
million  last  year.  In  professional  sports  dozens  of  athletes  are  paid  in  excess  of 
$1  million  annually.  At  the  other  end  of  the  scale,  perhaps  the  biggest  losers 
have  been  producers  of  agricultural  products.  During  the  1960s  and  1970s 
farmers  had  wealth  and  status.  The  situation  changed  for  some  in  the  1980s. 
Some  farmers  struggle  to  make  ends  meet,  while  many  have  given  up  trying  and 
have  sold  out,  and  migrated  to  cities  to  try  to  find  secure  incomes. 
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Cost-price  squeeze:  a situation 
that  occurs  when  costs  of 
production  increase  faster  than 
selling  prices  of  goods  or 
services 


Who  decided  that  entertainers  will  get  more  and  farmers  will  get  less?  No  “one” 
decided — the  market  decided.  Most  people  in  Canada  and  the  U.S.  have  more 
disposable  income  to  spend  on  wants  (not  just  needs)  and  more  leisure  time  for 
entertainment.  There  is  money  and  time  to  go  watch  the  sports  teams  or 
performers  of  their  choice.  As  the  demand  for  entertainment  has  increased, 
prices  paid  have  increased  in  proportion.  The  opposite  has  been  true  for  farmers. 
Their  costs  for  machinery  and  fuel  have  doubled  and  re-doubled,  but  the  prices 
they  get  for  products  they  sell  remain  almost  unchanged.  Farmers  have  been 
caught  in  a cost-price  squeeze.  Farmers  in  other  countries  have  greatly 
increased  their  production  of  agricultural  products.  You  know  what  happens  to 
prices  when  supply  increases  and  demand  remains  unchanged. 

1.  a.  Who  are  the  big  winners  in  the  U.S.  economy? 


b.  Why  are  they  winning? 


2.  a.  Who  are  the  losers  in  the  U.S.  economy? 


b.  Why  are  they  losing? 


3.  a.  Who  do  you  see  as  the  big  winners  in  the  year  2000? 
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b.  Who  will  the  big  losers  be? 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  4. 


Use  the  information  in  the  coloured  box  to  answer  the  questions  that  follow. 


ECONOMIC  DEVELOPMENTS  IN  A 

i.  Profits  increase  for  the  producer 
the  producers  of  product  X. 

I I . Higher  prices  for  product  Y bring 
Z which  closely  resemble  produc 

III.  The  price  of  product  X falls  and  tl 

IV.  Consumers  stop  buying  product 


MARKET  ECONOMY 


es  increase  for 


ion  of  products  W and 

1 

eases. 


uct  Y. 


4. . Arrange  the  four  economic  developments  into  their  logical  sequence. 


5.  Can  you  think  of  any  examples  of  products  in  Canada  that  parallel  products 
X and  Y in  the  situation  described  in  the  coloured  box? 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Activity  4. 
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Follow-up  Activities 

If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of 
the  concepts,  it  is  recommended  that  you  do  the  Enrichment. 

Extra  Help 

Main  Features  of  a Market  Economy 

Market  economies  such  as  that  of  the  United  States  have  certain  features  in 
common.  All  such  economies,  to  a greater  or  lesser  extent,  regulate  their 
economies  by  the  laws  of  supply  and  demand.  The  U.S.  has  many  producers  for 
any  given  product.  In  addition  they  face  competition  from  producers  of  other 
nations.  Goods  and  services  are  bought  by  consumers  based  on  the  cost  and 
quality  of  the  product.  If  a producer’s  price  for  a product  is  higher  than  all  the 
rest  then  that  company  will  lose  out  to  its  competitors. 

A second  major  feature  of  such  economies  is  their  stress  on  individualism. 
Everyone  has  an  equal  right  to  start  a business  or  offer  a service.  People  are  free 
to  set  whatever  price  they  choose  for  their  product  or  service.  They  have  an 
equal  chance  to  succeed  or  fail  without  government  interference.  Of  course  they 
need  not  expect  much  in  the  way  of  government  help  either.  They  are  on  their 
own  and  solely  responsible  for  their  own  success  or  failure. 

The  third  common  feature  is  a result  of  the  second.  Because  everyone  has  an 
equal  chance  of  success,  there  is  an  incentive  to  work  hard  to  succeed. 

Finally,  everyone  has  the  right  to  own  their  own  property.  The  right  to  own  land 
or  business  is  one  feature  clearly  evident  in  the  American  economic  system. 

1 . Complete  the  two  paragraphs  that  follow  by  filling  in  the  blanks  with  the 
correct  word. 

a.  The  United  States  has  a capitalist  economy.  The  vast  majority  of 

businesses  are owned,  employ  workers,  make 

a profit  or  a , and  sell  their  products  in 

with  other  prices  and  output.  Government 

intervention  is  kept  to  the possible.  The 

government’s  role  is  to  oil  the  machinery  of  the  economy  when 
necessary,  then  reduce  its  activities  as  soon  as  possible  after  the 
forces  have  begun  to  work  smoothly  again. 
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b.  Margaret  Jones  is  a businessperson  in  Alberta.  She  agrees  with  others 

who  say  that  work  builds  character  and  government 

weaken  it.  She  points  to  the  personal  satisfactions,  the  sense  of 

, and  the  high  morale  that  go  with  doing  a job  well. 

She  looks  around  her  and  sees  signs  that  the  government’s  hand  in 

everything  is  causing  more  and  more  people  to on 

the  government  for  food,  clothing,  and  shelter  while  she  pays  high 

to  support  them.  Her  conclusion  is  that  government 

has  become 

Place  the  letter  corresponding  to  the  best  answer  in  the  space  provided. 

2.  Within  a market  economy,  which  of  the  following  economic 

factors  would  be  the  result  of  the  other  three? 

A.  price 

B.  supply 

C.  demand 

D.  competition 

3.  If  supply  and  demand  is  to  operate  to  the  best  advantage  of  the 

consumer  which  of  the  following  must  be  present? 

A.  competition 

B.  cooperation 

C.  division  of  labour 

D.  distribution  of  goods 

4.  Which  one  of  the  following  factors  limits  consumer  sovereignty  in 

a market  economy? 

A.  competition 

B.  monopolies 

C.  decentralized  planning 

D.  bargaining  and  haggling 

5.  Which  one  of  the  following  is  an  essential  foundation  of  a market 

economy? 

A.  formation  of  price  controls 

B.  nationalization  of  key  industries 

C.  passage  of  consumer  protection  laws 

D.  guarantee  of  private  property  rights 
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6.  In  a private  enterprise  economy,  the  primary  means  by  which 
goods  and  services  are  distributed  is  based  upon 

A.  individual  income 

B.  the  supply  of  natural  resources 

C.  prices  set  by  government  regulation 

D.  the  labour  contributed  by  each  worker 


c 


Check  your  answers  by  turning  to  the  Appendix,  Section  2:  Extra  Help. 


Enrichment 


1.  Look  at  ten  television  ads  or  ten  magazine  ads.  What  appeals  do  they  make 
to  the  consumer? 


2.  What  effect  does  advertising  have  on  consumer  sovereignty? 
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3.  What  are  the  main  ideas  in  the  preceding  cartoon? 


by  turning  to  the  Appendix,  Section  2:  Enrichment 


D 
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Conclusion 

Capitalism  is  an  economic  system,  organized  to  deal  with  scarcity,  that  is 
essentially  unorganized.  It  believes  that  if  each  individual  seeks  personal  profit, 
then  the  whole  system  will  be  self-regulating.  Individual  freedom,  private 
ownership,  and  competition  free  from  government  interference  are  the  principal 
characteristics  of  capitalism. 


WESTFILE  INC. 


You  are  aware  that  many  of  the  ideas  and  practices  of  a market  economy  are 
found  in  Canada,  but  that  Canada  is  not  exactly  a “free”  market  system  because 
the  government’s  role  in  Canadian  economy  is  quite  significant.  Sections  4 and  5 
will  explain  why  and  how  the  government  has  become  so  involved  in  our  market 
economy. 


ASSIGNMENT 
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Planned  Economy 


Economic  matters  are  of  interest  to  many  people  and  in  newscasts  you  will  hear 
about  such  items  as  interest  rates,  mortgage  rates,  government  debt, 
unemployment,  and  other  economic  issues.  News  reports  also  monitor  economic 
happenings  in  other  countries.  The  economic  situation  of  countries  such  as 
China  and  Russia  are  often  mentioned.  Russia  is  in  the  process  of  establishing  a 
market  economy  after  having  had  a planned  economy  for  years  as  part  of  the 
Soviet  Union.  China,  although  still  a planned  economy,  has  been  introducing 
some  aspects  of  a market  economy  into  its  system. 

T his  section  deals  with  planned  economies.  Planned  economies  are  also 
referred  to  as  public  enterprise  or  command  economies.  Countries  with  planned 
economies  tend  to  be  communist  such  as  China,  Cuba,  and  the  former  Soviet 
Union. 

In  this  section  you  will  learn 

• about  the  attitudes  and  beliefs  that  support  planned  economies 

• how  planned  economies  are  organized  to  answer  the  what,  how,  and  for 
whom  questions 

• how  the  former  USSR  organized  its  economy  based  on  the  principles  of  a 
planned  economy 
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Activity  1 : Planning  to  Reduce  Scarcity 

The  ideas  and  practices  that  make  up  planned  economies  originated  in  Europe 
during  the  nineteenth  century.  Karl  Marx  provided  most  of  the  ideology  that 
explains  and  supports  planned  economic  systems.  Marx’s  ideas  may  have  fallen 
into  disfavor  in  recent  years,  but  at  one  time  Marxist  thinking  was  the  official 
philosophy  of  nations  that  totaled  more  than  one-third  of  the  world’s  population. 
The  collapse  of  the  communist  system  in  Eastern  Europe  and  in  the  Soviet  Union 
may  be  proof  of  the  failure  of  Marxism,  but  many  would  argue  that  Marx’s 
original  intentions  were  significantly  altered  by  these  countries. 

Karl  Marx  (1817-1883)  was  born  and 
raised  in  Germany.  He  was  the  son  of  a 
middle-class  family  and,  growing  up,  he 
would  have  observed  the  early  stages  of 
industrialization  in  Germany.  Marx 
entered  university  to  study  law,  and  later 
switched  to  philosophy  before  dropping 
out.  He  became  involved  in  radical  left- 
wing  politics  and  with  Friedrich  Engels 
wrote  The  Communist  Manifesto  in  1848. 

Due  to  his  radical  views  Marx  was  chased 
out  of  Germany  and  later  France.  He 
lived  the  remainder  of  his  life  in  London. 

He  wrote  extensively  but  his  most  famous 
work  is  Das  Kapital  (Capitalism)  published  in  1867.  Like  many  thinkers  Marx 
developed  his  ideas  over  a long  career.  During  this  time  he  frequently  added  new 
concepts  or  changed  his  mind  about  old  ones,  sometimes  contradicting  himself. 
Marx  wrote  in  response  to  the  Industrial  Revolution,  which  in  the  nineteenth 
century  created  both  enormous  wealth  and  growth  as  well  as  human  misery.  His 
ideas  appealed  to  many  people  who  desired  an  end  to  a society  where  the  wealthy 
prospered  while  the  poor  suffered.  At  the  heart  of  Karl  Marx’s  writing  was  his 
desire  to  destroy  capitalism  so  that  all  people  could  participate  in  society  and 
politics.  Karl  Marx  was  a theorist  writing  in  the  nineteenth  century,  but  the  first 
communist  revolution  did  not  occur  until  1917,  thirty-four  years  after  his  death. 

Soviet  communists  argued  that  changes  had  to  be  made  to  Marxism  to  adapt  it  to 
the  real  world.  An  important  change  from  Marxist  theory  right  from  the  start  was 
that  a small  elite  group  of  revolutionaries  rather  than  committees  of  workers  took 
control  of  the  government.  Under  Marxism,  planning  and  profits  were  to  be 
shared  cooperatively  among  the  workers.  The  Soviet  economy,  however,  was 
organized  and  directed  by  government  planners  who  maintained  a policy  of 
central  planning.  Fervent  believers  in  Marxism  believe  that  the  failure  of 
communism  in  the  Soviet  Union  was  not  related  to  Marx,  but  to  the  failure  to 
follow  Marx’s  principles  more  closely. 


Note:  In  Social  33  the  former 
Soviet  Union  (USSR)  will  still  be 
called  the  Soviet  Union  even 
thought  the  country  no  longer 
exists. 
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Supporters  of  planned  economies  believe  that  what  is  good  for  the  whole  group  is 
more  important  than  what  benefits  each  individual.  If  all  individuals  followed 


their  own  self-interests  (did  their  “own  thing”  as  they  do  in  the  free-enterprise 
system)  their  economic  system  would  not  work  for  the  benefit  of  all. 

Planned 

Market 

Economy 

Economy 

0 12  3 

4 5 6 

7 8 9 10 

• emphasis  on  group 

• emphasis  on  individual 

control 

freedom 

• emphasis  on 

• emphasis  on 

cooperation 

competition 

• planned 

• unplanned 

• centralized 

• decentralized 

Centralized:  with  power  and 
authority  of  an  organization  or 
government  concentrated  at  the 
top  or  centre 

Such  organizations  are  said  to  be 
"top  heavy.  ” 

Decentralized:  with  no  single 
decision  maker  at  the  centre,  but 
many  separate  decision  makers 
Private  enterprise  is 
decentralized. 


Planned  economies  and  market  economies  differ  in  the  way  each  answers  the 
three  basic  economic  questions.  In  a planned  economy  the  economic  decisions 
that  answer  the  questions  what?  how?  and  for  whom?  are  made  by  central 
planners.  Once  the  overall  plan  is  made  at  the  upper  levels,  it  is  then  passed 
down  to  the  lower  levels.  Decisions  are  sent  to  those  next  under  them  in  the 
chain  of  command  to  be  implemented  or  carried  out.  These  people  decide  who 
will  carry  out  each  part  of  the  plan  for  which  they  are  responsible.  This 
continues  at  lower  levels  of  responsibility.  This  is  a very  centralized  system  as 
contrasted  to  a market  economy’s  decentralized  system  where  many  individuals 
make  decisions.  The  following  chart  shows  a chain  of  command  that  is 
centralized  with  everything  being  decided  by  those  at  the  top. 

Chain  of  Command 


Major 

Division 


Sub 

Division 

Sub-sub 

Division 
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Every  person  in  the  country  who  is  involved  in  the  production  of  goods  and 
services  will  have  a place  in  the  great  plan  of  the  economy.  An  example  of  such 
planning  in  practice  could  be  seen  in  the  USSR.  The  USSR  produced  many 
weapons  because  the  central  planners  had  decided  that  they  would,  and  they 
underproduced  many  products  that  consumers  wanted  such  as  blue  jeans, 
cosmetics,  and  bubble  gum,  because  the  planners  had  decided  these  were  not 
necessary.  They  would  have  liked  to  produce  all  of  these  things  and  many  more, 
but  they  couldn’t.  Remember,  like  everyone  else  they  experienced  scarcity.  A 
decision  to  produce  one  thing  meant  a decision  not  to  produce  something  else. 

1 . Planned  economies  are  highly  centralized.  What  does  this  mean? 


2.  In  planned  economies  is  the  consumer  sovereign?  Explain. 


c 


Check  your  answers  by  turning  to  the  Appendix,  Section  3 


: Activity  1. 


Read  the  following  dialogue  to  learn  more  about  planned  economies. 


How  are  prices  determined  in 
a planned  economy? 


They  are  set  by  the  planning 
committee,  but  they  serve  a 
different  function.  The  committee 
uses  prices  to  achieve  their 
goals,  rather  than  to  reflect  the 
forces  of  supply  and  demand. 
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Social  Studies  33 


x 

What  sort  of  goals? 


For  example,  if  it  wants  to 
decrease  the  consumption  of  items 
such  as  liquor  and  cigarettes,  the 
committee  simply  raises  the  prices 
of  these  items.  If  it  wants  to 
increase  consumption  of 
something,  it  lowers  the  price. 


How  are  goods  and  services 
produced?  Surely  the  people 
are  free  to  decide  how  to 
produce  the  targeted  goods? 


No,  this  is  one  more  thing 
determined  by  central  planning. 
Since  all  resources  are  state 
owned,  you  can  see  that  this  is 
an  immense  task. 
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Yes,  I guess  it  would  be. 

How  exactly  do  they  decide? 


For  everything  produced,  the 
planners  must  decide  the  type  and 
amount  of  natural  resources,  capital 
goods  (tools  and  machinery),  and 
human  labour  that  goes  into  it.  This 
allows  the  planners  to  have  absolute 
control  of  things  such  as 
unemployment.  The  USSR  stated 
proudly  that  it  had  no  unemployment. 


How  can  that  be?  No 
country  has  enough  jobs  for 
everyone. 


This  occurs  because  they  plan  it 
that  way.  Seven  people  may  be 
doing  what  four  could  do  just  as 
well,  but  all  of  them  have  a job. 
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This  may  seem  inefficient,  but  it  is  effective 
if  your  goal  is  full  employment. 


Are  the  people  free  to  decide 
what  they  will  buy  in  a planned 
economy? 


Yes  and  no.  Like  the  market  economy 
money  is  the  deciding  factor  in  who 
gets  what.  Because  the  economic 
planners  decide  what  is  produced,  the 
citizen's  choices  are  somewhat  limited. 
How  much  money  each  person  has  is 
also  controlled.  Following  the  ideas  of 
Karl  Marx,  distribution  of  wealth  under 
communism  is  determined  by 
individual  need.  Because  most 
people's  needs  for  food,  clothing,  and 
shelter  are  similar,  people  are  to 
receive  equal  pay. 


You  mean  everyone  gets  the 
same  pay  regardless  of  what 
they  do? 
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The  USSR  did  not  have  equal  pay  for 
different  jobs  but  their  wage  rates 
were  closer  together  than  in  capitalist 
countries  like  the  United  States. 
There  was  less  wealth  and  less 
poverty  in  the  USSR  than  in  the 
United  States. 


3.  What  difficulty  can  you  see  with  a policy  of  equal  pay  for  different  jobs? 


4.  For  each  of  the  following  decide  whether  the  slogan  applies  to  a market 
economy  or  a planned  economy. 

a.  All  for  one  and  one  for  all. 

b.  Every  man  for  himself. 

5.  Why  might  a country  very  dependent  on  foreign  trade  (imports  and  exports) 
have  difficulty  with  central  planning? 


6.  Suppose  a new  product  such  as  3-dimensional  TV  was  invented.  How  would 
a planned  economy  decide  on  the  following  questions? 

a.  Will  these  new  TVs  be  manufactured? 
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b.  If  so,  how  many  will  be  built? 


c.  Will  they  be  built  by  hand  or  by  automation? 


d.  Who  will  build  them? 


e.  How  much  will  they  cost? 


Nationalization:  the  taking  over 
of  ownership  of  a company  by  the 
government 

Collectivization:  the  practice  of 
working  together  in  groups 
supposedly  for  the  good  of  all 


Activity  2:  Central  Planning  in  the  USSR 

Every  Soviet  leader  from  Lenin  to  Gorbachev  used  similar  words  to  describe  his 
economic  goals:  higher  production,  better  working  conditions,  better  health  and 
education,  higher  standards  of  living.  Such  goals  seem  identical  to  those  spoken 
of  by  leaders  in  capitalist  countries.  But  the  methods  used  to  achieve  these  goals 
in  the  two  systems  differ  greatly. 

The  details  of  central  planning  in  the  USSR  changed  over  the  years,  but  five  key 
elements  remained: 

• nationalization  of  most  of  the  means  of  production 

• collectivization  of  agriculture 

• controlled  distribution  of  wealth 

• comprehensive  planning 

• control  by  the  communist  party 
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Nationalization  of  Most  of  the  Means  of  Production 

Capital  goods  such  as  mines,  mills,  railroads,  machines,  and  stores  belonged  to 
“the  people”  (another  name  for  the  government).  No  individual  owned  capital 
resources.  The  government  controlled  them  and  appointed  managers  to  manage 
them.  No  one  could  make  a private  profit  from  the  nation’s  resources,  and  it  was 
a serious  offence  to  hire  someone  else’s  labour  to  increase  one’s  own  wealth. 


Collectivization  of  Agriculture 

During  the  1920s  and  1930s  privately  owned  farms  in  the  USSR  were  seized  by 
the  government  and  “collected”  into  large  state-owned  farms.  Ninety-seven 
percent  of  the  farmland  became  government  owned.  Small  private  plots  made  up 
the  other  3 percent.  Farm  workers  in  the  USSR  worked  on  immense 
government-owned  farms  with  from  500  to  700  workers  each. 


Consumer  goods:  goods  that 
satisfy  a want  or  a need 


Controlled  Distribution  of  Wealth 

Control  planners  answered  the  for  whom  question.  Standards  of  living  in  the 
USSR  lagged  behind  those  in  capitalist  countries  for  two  reasons.  First,  because 
the  planners  believed  in  economic  equality,  those  who  were  efficient  producers 
had  their  efforts  used  to  provide  income  for  others.  Second,  planners 
concentrated  on  capital  goods  rather  than  consumer  goods.  Capital  goods  satisfy 
needs  and  wants  in  the  future;  consumer  goods  do  the  same  thing  now.  Soviet 
workers  were  working  and  hoping  for  a higher  standard  of  living  sometime  in  the 
future. 
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Gosplan:  the  economic  planning 
commission  for  the  USSR 


Comprehensive  Planning 

All  the  separate  pieces  of  the  giant  economic  jigsaw  puzzle  somehow  had  to  fit 
together.  This  was  the  task  of  Gosplan,  the  economic  planning  agency  of  the 
USSR.  With  the  best  experts,  advisors,  and  computers  available,  Gosplan 
planned  what,  how,  and  for  whom,  for  the  whole  country. 


GOSPLAN 

(Central  Planning  Commission) 


Set  prices  Allocatf  Set 
of  products"  money  for -production 
investment  targets 


Controlled  exports 
and  imports 
(quantities  and  prices) 


Controlled 
supplies 
of  raw 
materials 


Marketed  and 
distributed 
products 
Sent  advisers  i 

to  give  J 

technical  and 
scientific  help 


Control  by  the  Communist  Party 

Gosplan  was  the  economic  planning  commission  for  the  USSR.  Gosplan  took 
orders  from  the  Communist  party  (described  in  Module  2).  The  political  leaders 
(the  Communist  party)  established  national  goals. 

It  was  Gosplan’ s task  to  set  up  arrangements  to  attempt  to  achieve  these  goals. 

The  following  diagram  illustrates  the  structure  of  power  in  the  Soviet  Union.  It 
shows  clearly  the  chain  of  command  in  the  Soviet  economic  system.  (Note  the 
direction  of  the  arrows.) 
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Civil  servants:  people  who  work 
for  the  government  who  are 
responsible  for  the  day-to-day 
administrative  work  of  the 
various  government  departments 


Structure  of  Power  in  the  USSR 


Communist  Party 
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Economic 
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Councils 

) 

state  factories 


state  farms 


:gave  orders  to 

V 

A 
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1 . In  a planned  economy  like  the  USSR,  what  percentage  of  workers  were  civil 
servants? 


2.  Market  economy  is  to  planned  economy  as  competition  is  to 
and  as is  to  collectivism. 
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3.  It  has  been  said  that  being  a member  of  Gosplan  was  the  toughest  job  in  the 
world.  Why  do  you  think  this  might  have  been  true? 


4.  Only  3 percent  of  the  farmland  in  the  USSR  was  privately  owned,  yet 
30  percent  of  total  agricultural  production  came  from  this  3 percent. 

Give  some  hypotheses  (educated  guesses)  to  account  for  this  situation. 


c 


■ 


Check  your  answers  by 


;ndix,  Section  3: 


Activity  2. 
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Gross  domestic  product  (GDP): 

the  value  of  all  goods  and 
services  produced  in  a year 

Per  capita:  per  person 


Activity  3:  A Comparison — Canada  and  the  USSR 

Following  is  a comparison  of  the  USSR  and  Canada.  The  figures  are  for  the 
early  1980s.  When  Mikhail  Gorbachev  took  control  of  the  USSR,  he  began  to 
introduce  economic  changes  to  a troubled  Soviet  economy.  (Despite  his  efforts 
the  Soviet  economy  collapsed  in  1991.)  Use  the  data  to  answer  the  questions  that 
follow. 


C— 

Soviet  Union  1 

AREA 

9 976  139  km2 

22  402  200  km2 

POPULATION 

24.1  million 

268.8  million 

Annual  Growth  Rate 

+1 .2% 

+0.9% 

Density 

2.6/km2 

12/km2 

Urban  population 

76% 

62% 

Life  expectancy 
Male 

69 

64 

Female 

76 

74 

Infant  mortality 

12  per  1000 

44  per  1000 

live  births 

live  births 

SOCIAL  INDICATORS 

GDP  per  capita 

$12  252 

$3094 

Cars  per  1000  population 

413 

30 

Televisions  per  1000  population 

427 

223 

Radios  per  1000  population 

1037 

455 

Telephones  per  1000  population 

639 

80 

Hospital  beds  per  100  000  population 

875 

1213 

Physicians  per  100  000  population 

178 

346 

World  Economic/  Social  Ranking 

14th 

23rd 

I 

ECC 

INOMIC  INDICATORS 

Labour  force 

Agriculture 

6% 

26% 

Manufacturing 

18% 

45% 

Gross  Domestic  Product 

$271  billion 

$1 .1  trillion 

Military  spending  per  capita 

$207 

$468 

in  terms  of  world  ranking 

24th 

9th 
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1 . What  is  a social  indicator ? 


2.  Complete  the  following  chart.  The  first  one  has  been  done  to  get  you  started. 


Social  Indicators 

Canada 

USSR 

per  capita  GDP 

$12  252 

$3094 

cars  per  1000 

•• 

TVs  per  1000 



radios  per  1 000 

telephones  per  1000 

hospital  beds  per  100  000 

physicians  per  100  000 

3.  Construct  a definition  of  per  capita  GDP. 


4.  Construct  a generalization  about 

• the  relative  efficiency  of  Soviet  and  Canadian  workers 

• the  difference  in  priorities  between  the  Soviet  and  Canadian  economies 


Check  your  answers  by  turning  to  the  Appendix,  Section  3:  Activity  3 


D 
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Follow-up  Activities 

If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of 
the  concepts,  it  is  recommended  that  you  do  the  Enrichment. 

Extra  Help 

Planned  Economies 

• The  decision  making  is  centralized. 

• The  economy  is  controlled  by  a few  economic  experts. 

• All  resources  are  owned  or  controlled  by  the  government. 

• Prices  for  goods  and  services  are  decided  by  economic  planners  to  achieve 
goals  of  the  system. 

• The  type  of  goods  produced  is  determined  by  the  government’s  economic 
experts. 

• The  quantity  of  each  good  produced  is  decided  by  the  economic  planners, 
whether  the  product  is  in  demand  or  not. 

• Resources  are  allocated  by  economic  planners  to  meet  goals  set  by  them. 

• There  is  no  reliance  on  supply  and  demand. 

• Full  employment  is  possible  through  proper  allocation  of  human  resources 
to  various  projects. 

• Distribution  is  done  on  the  basis  of  who  can  pay  for  it. 

• Wages  for  most  jobs  are  nearly  the  same. 

• There  are  very  few  rich  and  very  few  poor. 

USSR 

• All  means  of  production  were  controlled  by  the  government  (nationalized). 

• Agricultural  production  was  collectivized  onto  large  government-owned 
farms. 
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• Distribution  of  wealth  was  controlled  so  that  the  efforts  of  the  very 
productive  paid  for  the  needs  of  the  less  productive. 

• Gosplan  was  the  centralized  planner  for  the  whole  Soviet  economy. 

• Gosplan  took  orders  from  the  Communist  party  and  broke  them  down  into 
plans  for  each  sector  of  the  economy  in  order  to  achieve  national  goals. 


Examine  the  following  models  of  economic  systems. 


Model  A 


Public  Sector 


Private  Sector 


LAW  AND  ORDER 

UTILITIES 

POST  OFFICE 

HEALTH  CARE 

TRANSPORTATION 

FARMING 

BAM 

:s 

MINE 

S 

INDUSTRIES 


STORES 


Model  B 


LAW  AND  ORDER 

POST  OFFICE 

BANKS 

HEALTH  CARE 

TRANSPORTATION 

INDUSTRIES 

UTILITIES 



MINES 

STORES 

FARMING 

Model  C 


POST  OFFICE 

LAW  AND  ORDER 

UTILITIES 

5 

HEAL' 

m CARE 

INDUSTRIES 

BANKS 

TRANSPORTATION 

MINES 

FARMING 

STORES 
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1 . Which  of  the  preceding  models  most  closely  represents  the  USSR’s 
economic  system?  Why? 


Seclect  the  most  appropriate  choice  for  each  of  the  following. 

2.  An  essential  difference  between  a planned  economy  and  a market 

economy  is  found  in  the 


A.  division  of  labour 

B.  ownership  of  resources 

C.  rates  of  exchange 

D.  interdependence  of  social  classes 

3.  A key  feature  of  economic  decision  making  in  a planned  economy 
is 

A.  centralized  planning 

B.  decentralized  planning 

C.  consumer  sovereignty 

D.  entrepreneurial  innovation 

4.  In  a centrally  planned  economy,  one  would  most  likely  find 

A.  little  influence  on  economic  decisions  by  market  forces 

B.  considerable  effect  on  economic  decisions  by  consumer 
demand 

C.  little  contact  between  economic  and  political  decision  makers 

D.  considerable  influence  on  economic  decisions  by  market  forces 
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5.  A planned  economy  is  characterized  by  an  economic  strategy  of 

A.  decentralized  ownership  of  resources 

B.  unrestricted  competition  for  consumer  dollars 

C.  stimulated  consumer  demand  by  frequent  product  changes 

D.  integrated  planning  to  coordinate  production 

6.  The  implementation  of  centralized  planning  in  the  USSR 
represented  an  attempt  to  encourage  increased 

A.  economic  equality  among  citizens 

B.  thrift  through  consumer  saving 

C.  initiative  among  factory  owners 

D.  competition  through  monetary  incentives 

7.  In  carrying  out  economic  policies  of  rapid  industrialization  in  the 
USSR,  the  USSR  largely  ignored 

A.  consumer  demand 

B.  rearming  the  nation 

C.  capital  goods  production 

D.  labour  intensive  projects 

8.  The  primary  purpose  of  Gosplan  in  the  Soviet  economy  was  to 

A.  schedule  individual  production  goals  for  every  industrial 
worker 

B.  make  changes  in  the  economy  to  eliminate  the  problem  of 
scarcity 

C.  translate  the  decisions  of  the  political  authority  into  economic 
policy 

D.  improve  the  morale  of  workers  by  offering  incentives  for  hard 
work 

9.  Which  of  the  following  value  statements  expresses  a Marxist 
position? 

A.  Production  should  be  for  use,  not  profit. 

B.  Workers  should  be  paid  by  their  output. 

C.  Individuals  should  control  the  means  of  production. 

D.  Personal  opportunity  should  take  precedence  over  collective 
welfare. 
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Red  tape:  the  procedure  and 
paperwork , plus  the  difficulty 
involved  in  finding  a responsible 
person  to  solve  a problem 


10.  If  you  have  access  to  a computer  linked  to  the  Internet,  do  some  net  surfing 
to  learn  more  about  Miklhail  Gorbachev.  Use  your  search  tools  to  look  for 
Mikhail  Gorbachev’s  Home  Page  and  other  sites  that  contain  information 
concerning  Gorbachev,  his  policies,  speeches,  and  political  views.  Use  the 
information  you  locate  to  write  a short  report  on  Gorbachev’s  reforms. 


Check  your  answers  by  turning  to  the  Appendix,  Section  3:  Extra  Help. 


Enrichment 

Use  your  own  paper  to  do  one  or  more  of  the  following. 

1 . Much  of  the  inefficiency  in  the  Soviet  system  was  a result  of  too  much 
bureaucracy  (often  referred  to  as  red  tape).  This  problem  seems  to  go  hand 
in  hand  with  large  size  in  any  organization.  Try  to  meet  with  an  employee  of 
some  large  Canadian  company  like  Sears,  Canada  Post,  Esso  Resources,  or 
Air  Canada.  Ask  if  there  is  red  tape  in  their  organization,  too. 

2.  In  Activity  4 you  saw  that  Soviet  workers  were  much  less  productive  than 
Canadian  workers.  Brainstorm!  Hypothesize  some  ways  to  increase  the 
efficiency  of  the  Soviet  system. 

3.  If  you  have  access  to  a computer  linked  to  the  Internet,  do  some  net  surfing 
to  learn  more  about  Karl  Marx  and  Marxism.  Use  your  search  tools  to  locate 
sites  with  this  information.  Write  a biography  of  Marx  using  the  information 
you  found. 


^ Check  your  answers  by  turning  to  the  Appendix,  Section  3:  Enrichment. 


Conclusion 

Planned  economies  such  as  that  of  the  former  Soviet  Union  place  a great  deal  of 
stress  on  centralized  planning  of  all  parts  of  the  economy.  All  decisions  are 
made  by  central  planners  and  passed  on  down  the  structure  to  others  to 
implement.  This  leads  to  greatly  restricted  choices  for  both  the  consumer  and  the 
producer.  It  also  leads  to  increased  inefficiency  as  it  is  difficult  to  forecast  what 
the  needs  will  be  and  what  production  is  actually  possible  for  an  entire  nation. 
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Market  and  Planned 
Economies:  A 
Comparison 


COURTESY  OF  SCOTIABANK 


Economic  systems  vary.  Some  countries  have  market  economies  while  others 
have  planned  economies.  Each  system  has  strengths  that  appeal  to  those  who 
implement  that  economic  system.  Naturally  each  system  will  have  some 
shortcomings  too.  Have  you  ever  wondered  which  system  is  better?  To  answer 
such  a question  you  would  need  to  determine  what  the  desired  outcomes  of  an 
economic  system  should  be  and  then  test  each  system  in  practice  to  see  whether 
or  not  it  provides  for  these  outcomes. 

In  this  section  you  will  learn 

• some  ways  to  evaluate  the  effectiveness  of  an  economic  system 

• strengths  or  advantages  of  both  the  market  system  and  the  planned  system 

• weaknesses  or  disadvantages  of  both  the  market  system  and  the  planned 
system 
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Activity  1 : When  Is  an  Economic  System  Good? 

You  have  been  studying  about  Adam  Smith  and  Karl  Marx  and  their  views 
concerning  economic  systems.  Can  you  imagine  what  it  would  be  like  trying  to 
get  the  two  of  them  to  agree  on  what  makes  an  economic  system  good? 


You  can  see  that  the  argument  in  the  cartoon  is  going  absoluetely  nowhere.  In 
order  to  resolve  it,  the  two  opponents  must  decide  what  “better”  means.  They 
must  agree  on  what  should  be  the  desired  outcomes  of  an  economic  system  and 
then  test  each  system  in  practice  to  see  whether  or  not  it  provides  for  these 
outcomes.  How  would  you  go  about  resolving  this  argument? 


I know  that  an  economic  system  must 
deal  with  scarcity  and  that  it  must 
answer  the  what,  how,  and  for  whom 
questions.  But,  that  doesn't  help  me 
answer  which  is  the  better  type,  or 
more  specifically,  whether  a market 
economy  is  better  than  a planned 
economy.  How  can  I answer  those 
questions? 
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Standard  of  living:  an  indicator 
of  how  well  people’s  needs  and 
wants  are  provided  for 
It  is  measured  by  the  income  of 
an  individual  or  the  average  (per 
capita ) income  of  a group. 

Quality  of  life:  an  indicator  of 
the  happiness  or  life  satisfaction 
in  an  individual  ’ s or  group ’s  life 
It  is  difficult  to  measure,  but 
good  health,  basic  education, 
leisure  time,  and  a clean,  safe 
environment  are  contributing 
factors. 


There  are  all  kinds  of  measurements  to 
tell  you  who  is  the  better  hockey 
player,  gymnast,  singer,  or  student. 

You  will  need  similar  measuring  sticks 
to  help  you  decide  which  is  the  better 
economic  system.  See  if  you  can 
discover  what  they  are.  What  should 
a good  economic  system  do? 


It  should  provide  a high  standard  of 
living  and  a high  quality  of  life  for  the 
people  living  under  that  system.  Even 
Karl  Marx  and  Adam  Smith  agree  on  that. 


How  would  you  measure  a 
person's  standard  of  living  and 
quality  of  life? 


The  standard  of  living  can  be 
measured  by  an  individual's  income, 
or  for  a country  as  a whole,  by  the 
per  capita  income.  Most  countries 
establish  a poverty  level  below 
which  an  adaquate  standard  of  living 
cannot  be  provided. 
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NOTE:  Figures  shown  are  for 
urban  areas  with  the  total 
population  under  30  000  people. 


Very  good!  What's  that  level 
in  Canada? 


In  1992,  poverty  levels  of  income  in 
Canada  were  $29  142  for  an  urban 
family  of  four  and  $12  829  for  a single 
person. 


How  about  quality  of  life?  How 
would  you  measure  that? 


Quality  of  life  is  harder  to  define  and 
harder  to  measure.  What  provides  a 
good  quality  of  life  for  one  person  may 
not  provide  it  for  another.  Thus,  while 
an  urban  millionaire  clearly  has  a 
higher  standard  of  living  than  a small 
farmer,  the  millionaire  may  have  a 
lower  quality  of  life.  Many  factors  must 
be  considered.  While  money  doesn't 
always  produce  happiness,  it  does  help. 
Good  health,  basic  education,  leisure 
time,  and  a clean,  safe  environment 
are  certainly  other  factors  contributing 
to  a good  quality  of  life. 
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What  nations  are  best  able  to 
provide  these? 


Even  though  all  individuals  in  a society 
do  not  benefit  equally,  wealthy  nations 
are  better  able  to  provied  them  than 
poor  nations. 


See  if  you  can  list  some  of  the 
ingredients  that  contribute  to  a high 
standard  of  living  and  a high  quality 
of  life.  If  you  can  you'll  be  able  to  help 
Adam  and  Carl  resolve  their  argument. 


Most  Canadians,  and  most  people  in 
most  countries  in  the  world  today,  would 
agree  that  the  following  are  desirable 
results  of  economic  activities.  Security, 
freedom,  growth,  stability,  efficiency, 
innovation  or  creativity,  equality,  and 
environmental  protection  are  what  I 
would  list.  The  list  is  not  in  order  of 
importance,  but  few  could  agree  on  that. 


Now  take  a closer  look  at  each  of  these  desired  outcomes  of  economic  activities. 
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Outcome  One:  Security  for  Individuals 

People  like  to  feel  they  are  physically  secure,  and  that  their  environment  is  safe. 
For  that  reason  there  are  many  laws  regulating  traffic,  building  construction, 
foods,  drugs,  and  so  on.  Similarly,  people  want  economic  security.  They  want 
assurance  that  their  needs  will  be  met  next  week  and  next  year. 


PHOTO  SEARCH  LTD. 

1 . See  if  you  can  think  of  three  things  that  could  provide  you  security  of  income 
if  in  later  years  you  are  unable  to  work. 


Outcome  Two:  Freedom  for  Individuals 

All  people  desire  freedom.  Economically,  we  want  freedom  to  produce  what  we 
want,  switch  jobs,  try — and  maybe  fail,  spend  or  save,  and  buy  what  we  want. 

2.  Is  unrestricted  consumer  sovereignty  desirable,  or  should  there  be  some 
government  restrictions  on  our  freedom  to  buy?  Explain. 
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Economic  growth:  the 
production  of  more  goods  and 
services 

Gross  national  product:  the 

total  value  of  goods  and  services 
produced  in  a country  in  one 
year 

GNP  measures  how  productive 
an  economic  system  is. 


Outcome  Three:  Economic  Growth 


Total  production  of  a country  is  measured  by  its  Gross  National  Product 
(GNP).  The  only  way  we  can  all  get  richer  is  for  our  GNP  to  increase. 

Use  the  following  chart  to  answer  questions  3 and  4. 


GROSS  NATIONAL  PRODUCT 


Billions 

of 

Dollars 


3.  If  there  were  ten  million  Canadians  in  1933,  what  was  the  per  capita  GNP  in 
that  year? 


4.  a.  How  did  the  standard  of  living  of  most  people  change  from  1930  to 
1933? 


b.  Is  it  proven  true,  or  probably  true,  that  the  standard  of  living  for  most 
people  increased  from  1933  to  1939?  Why? 


Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Activity  1 . 
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Inflation:  the  results  of  cost  and. 
price  increases 

Double-digit  inflation  is  inflation 
over  9 percent  per  year. 


Outcome  Four:  Stability 

People  want  stable  cars  or  other  vehicles  so  as  not  to  have  a rough  ride.  Roller- 
coaster rides  are  good  only  in  midways.  Similarly  people  want  the  economy  to 
be  predictable.  Therefore,  the  economy  should  grow  safely  without  “accidents,” 
while  keeping  both  unemployment  and  inflation  (rising  costs  and  prices)  to  a 
minimum.  Stability  is  closely  related  to  security;  when  the  whole  system  is 
unstable,  each  individual  lacks  security.  People  want  the  conditions  shown  in 
Line  A,  not  Line  B of  the  following  graph. 


5.  Do  you  know  the  name  for  the  economic  condition  illustrated  in  Line  B, 
1996-2000?  Hint:  we  had  one  in  Canada  during  the  1930s. 


Outcome  Five:  Efficiency 

Efficiency  is  desirable.  Its  opposite — inefficiency — means  waste  of  time, 
money,  or  resources.  Being  efficient  also  means  producing  quality  goods  and 
services  rather  than  ones  that  break  down  or  wear  out  quickly. 

6.  When  shopping,  do  we  always  buy  the  highest  quality  product? 
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Poverty  line:  the  minimum 
amount  required  to  provide  an 
adequate  standard  of  living  for 
an  individual  or  family 


Outcome  Six:  Innovation 

Most  Canadians  believe  economic  innovations  are  beneficial.  Not  all  agree  with 
this:  as  you  learned  in  Module  2,  people  who  are  conservative,  or  reactionary  do 
not.  With  few  exceptions,  goods  and  services  certainly  are  better  today  than  in 
the  “good  old  days.”  Think  of  TVs,  bail-point  pens,  clothes,  health  services, 
skating  rinks,  and  so  on.  As  well,  innovation  provides  newness  and  variety  in 
our  lives. 

Outcome  Seven:  Equality 

We  feel  very  strongly  that  political  and  legal  equality  are  desirable.  The 
Canadian  Charter  of  Rights  and  Freedoms  and  many  federal  and  provincial  laws 
are  designed  to  ensure  these.  To  a lesser  extent,  we  believe  in  economic  equality 
too.  We  feel  that  our  system  should  provide  basic  needs  of  food,  clothing, 
shelter,  and  leisure  to  all  citizens. 

If  you  have  access  to  a computer  linked  to  the  Internet,  do  some  net  surfing  to 
learn  more  about  the  Canadian  Charter  of  Rights  and  Freedoms  and  the 
fundamental  democratic  freedoms  we  have. 


Income  Distribution  of  Ballou 


Income  Bracket  ($) 

Number  of  People 

under  $ 5 000 

8 000 

$5  000—  8 000 

7 000 

| 8 000—12  000 

20  000 

12  000—18  000 

25  000 

18  000—25  000 

15  000 

25  000—40  000 

12  000 

40  000—60  000 

8 000 

over— 60  000 

5 000 

7.  If  the  poverty  line  in  Ballou  is  set  at  $12  000,  what  percentage  of 
Ballouvians  are  below  the  poverty  line? 


8.  Are  all  people’s  needs  the  same?  Explain. 
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Outcome  Eight:  A Clean  Renewable  Environment 


WESTFILE  INC. 


It’s  only  recently  that  people  around  the  world  have  become  quite  conscious  of 
the  environment.  We  know  that  there  is  real  danger  of  polluting  air  and  water,  of 
killing  wildlife  and  forests,  and  of  depleting  non-renewable  resources.  It  has 
already  happened  in  some  places.  We  want  a system  that  preserves  our 
environment  for  us,  and  for  our  children,  and  for  theirs.  This  objective  could  be 
classified  as  a sub-heading  of  Outcome  1 : security  for  our  natural  environment. 

9.  Do  you  think  that  desirable  outcomes  three  and  eight  are  attainable  at  the 
same  time,  or  are  they  opposites?  Will  an  increase  in  one  bring  about  a 
decrease  in  the  other? 


Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Activity  1 . 
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Private  enterprise:  a system 
according  to  which  individuals 
or  groups  of  individuals  own 
their  own  companies 


Activity  2:  Report  Card  Time  for  Market  and  Planned 
Economies 

Next  examine  some  evidence.  What  is  the  record  of  market  and  planned 
economies  in  bringing  about  desired  outcomes?  Which  system  gets  the  better 
grade  in  each  case? 


Outcome  One:  Security  for  Individuals 

Evidence:  Private  enterprise  is  driven  by  consumer  demand,  and  because 
consumers  are  changeable  there  is  little  security  for  either  producers  or  workers. 
Every  year  in  Alberta  hundreds  of  businesses  go  bankrupt  and  hundreds  of  others 
start  up.  Look  what  became  of  the  Principal  Group  and  the  thousands  of 
investors  who  lost  money  in  it.  To  prosper,  or  just  survive,  one  has  to  be  very 
flexible  and  “run  just  to  keep  up.” 

On  the  other  hand,  planned  economies  are  just  that — planned.  Every  worker  in 
the  USSR  fit  into  the  great  scheme.  Until  the  plan  was  altered,  jobs  and  wages 
remained  the  same  indefinitely.  The  central  planners  decided  when  there  would 
be  changes.  Soviet  workers  had  security  in  knowing  that  their  basic  needs  were 
affordable. 


Comparison  of  the  Cost  of  Living  (1980) 

ITEM 

U.S.A. 

USSR 

Manufacturing  workers’  earnings  per  month 

$1100 

$225 

Monthly  rental  3-room  apartment 

1000 

40 

Heat  and  electricity  per  month 

80 

5 

Car 

6000 

10000 

Vodka  (1  litre) 

6 

11 

Dental  check-up 

35 

FREE 

1 lb.  chicken 

0.75 

3 

Loaf  of  bread 

0.60 

0.25 

Jeans 

19 

50 

Holiday  (2  weeks  per  person) 

900 

125 

Gold  wedding  ring 

80 

225 

Hard-cover  novel 

13 

3 

Colour  television 

700 

1100 

Newspaper  (per  week) 

1.50 

0.30 

Conclusion:  The  higher  grade  goes  to  planned  economy. 
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Outcome  Two:  Freedom  for  Individuals 

With  regard  to  freedom,  there  is  a basic  difference  in  belief  between  the  two 
systems.  Private  enterprise  believes  the  individual  is  more  important  than  the 
group;  whereas  public  enterprise  sees  the  group  (collectivism)  as  more  important. 

In  market  economies  like  Canada  we  have  extensive  freedoms:  in  educational 
choice,  in  job  selection,  and  in  consumer  choice.  Just  think  of  the  consumer 
choices  at  a shopping  mall.  Because  consumers  are  sovereign,  they  can  have 
anything  they  can  afford. 


PHOTO  SEARCH  LTD. 


Because  almost  all  resources  were  state  owned  in  the  USSR,  there  was  little 
opportunity  to  start  one’s  own  business.  As  consumers,  individuals  were  limited, 
too.  Many  things  were  just  not  produced.  You  may  have  heard  stories  of  Soviet 
citizens  wanting  to  buy  items  like  blue  jeans  from  tourists.  Other  goods, 
considered  non-essential,  were  priced  too  high  for  most  citizens  to  afford.  (See 
“A  Cost  of  Living  Comparison”  given  under  Outcome  One.) 

Conclusion:  The  higher  grade  goes  to  market  economy. 

Outcome  Three:  Economic  Growth 

Evidence  is  mixed  on  this  one.  All  goods  produced  can  be  divided  into  two 
categories:  consumer  goods  and  capital  goods.  Consumer  goods,  such  as 
popsicles  or  sweaters,  satisfy  needs  and  wants.  Capital  goods  are  goods  used  to 
produce  other  goods.  For  example  fishing  nets,  word  processors,  and  oil  derricks 
do  not  satisfy  needs  or  wants;  but  they  help  produce  things  that  do,  such  as  fish, 
letters,  and  oil. 
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Economists  in  planned  economies  say  that  they  are  able  to  devote  more  resources 
to  capital  goods  (for  future  needs)  than  to  consumer  goods  (for  present  needs), 
and  are  thus  able  to  plan  for  economic  growth.  The  following  chart  shows 
significant  economic  growth  in  the  Soviet  economy  from  1928  to  1980. 


Growth  in  USSR,  1928-1980 


Power 

1928 

1940 

1 950  | 1 960 

1970 

1980 

Coal 

(million  tonnes) 

35 

116 

260 

510 

625 

715 

Electricity 
(billion  kW  h) 

5 

50 

90 

290 

740 

1300 

Gas 

(million  cubic  meters) 

0.5 

3 

6 

47 

200 

435 

Oil 

(million  tonnes) 

12 

30 

38 

148 

355 

605 

Capital  Materials  and  Equ 

pment 

ill  I \ jj ' 

Cement 
(million  tonnes) 

2 

6 

10 

46 

95 

125 

Steel 

(million  tonnes) 

4.0 

20 

25 

65 

115 

150 

Tractors 
(million  tonnes) 

1.5 

32 

117 

239 

459 

not 

known 

Consumer  Goods 

Domestic  refrigerators 
(thousands) 

- 

4 

15 

530 

4000 

6000 

Leather  footwear 
(million  pairs) 

60 

210 

205 

420 

675 

744 

Motor  vehicles 
(thousands) 

145 

363 

524 

916 

1327 

Television  sets 
(thousands) 

- 

0.5 

120 

1730 

6700 

7500 
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Agricultural  Goods 


Eggs 

(billions) 

110 

120 

115 

275 

410 

680 

Grain 

(million  tonnes) 

73 

96 

81 

126 

185 

190 

Meat 

(million  tonnes) 

5 

5 

5 

9 

12 

15 

Mi'k  t > 

31 

29 

35 

62 

83 

91 

1:  CQ 

11 

14 

9 

17 

21 

26 

1 . a.  By  referring  to  the  preceding  chart,  which  area  of  production  made  the 
most  gains? 


b.  Which  area  of  production  made  the  least  gains? 


2.  Why  do  you  think  this  occurred? 


Note:  In  1990  East  and  West 
Germany  were  united. 


During  the  1970s  and  1980s,  economic  performance  in  several  communist 
countries  (including  the  USSR)  was  quite  sluggish.  The  real  growth  success 
stories  were  in  capitalist  countries  like  Japan,  West  Germany,  and  the  U.S.A. 


Conclusion:  The  evidence  is  inconclusive,  same  grade  goes  to  both. 


i 

Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Activity  2. 
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Outcome  Four:  Stability 

In  theory,  market  economies  are  said  to  be  self-regulating:  that  is,  if  left  alone, 
they  work  just  fine.  In  practice,  however,  this  is  not  the  case.  Look  at  the  two 
graphs  that  follow  entitled  “Canada  in  the  1930s.” 


Percent 


Canada  in  the  1930s 
Jobless  Rate 


Consumer  price  index:  a 

measurement  of  inflation 
The  cost  of  buying  a certain 
quantity  of  goods  is  compared 
to  the  cost  at  a previous  time. 


*Calculated  in  terms  of  the 
buying  power  of  $1.00  in  1929. 


Dollars 
*1929  = 100 


Consumer  Price  Index 
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3.  a.  By  referring  to  the  preceding  charts,  how  much  did  the  unemployment 
rate  increase  from  1927  to  1933? 


b.  How  much  did  the  cost  of  living  decrease  from  1927  to  1933? 


Depression:  a downturn  in  the 
business  cycle  where  business 
activity  slows  down  and  is 
characterized  by  such  things  as 
large-scale  unemployment  and 
reduced  productivity 
Example:  Canada  in  the  1930s 


Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Activity  2. 

v ) 


You  have  probably  heard  accounts  of  the  Great  Depression  or  the  “dirty  30s.” 
We  have  had  several  other  booms  and  busts  since  the  1930s.  Unregulated 
capitalist  economies  have  a tendency  to  get  out  of  control  and  produce  roller- 
coaster rides. 

Planned  economies  have  no  such  sudden  unpleasant  surprises.  Both  employment 
and  prices  remain  quite  stable  because  they  are  planned  to  be.  A natural  disaster 
such  as  a crop  failure  could  upset  the  Soviet  economic  plan,  but  not  to  the  extent 
the  crash  of  1929  did  to  North  America’s  economy. 

Conclusion:  The  higher  grade  goes  to  economic  planning. 

Outcome  Five:  Efficiency 

Self-interest  and  competition  are  principal  beliefs  of  market  economies.  In 
practice,  these  two  usually  lead  to  efficiency.  Producers  are  encouraged  to  be 
efficient  because  in  being  so  they  reward  themselves.  If  they  are  inefficient,  they 
will  be  replaced  by  a more  efficient  competitor. 

Planned  economies  have  had 
problems  with  inefficiency,  both 
from  absence  of  individual 
incentive  and  from  red  tape. 

When  Mikhail  Gorbachev  was 
elected  General  Secretary  of  the 
Communist  Party  in  1985,  the 
Soviet  economy  was  growing  at  a 
very  slow  rate.  Gorbachev  called 
on  the  Soviet  people  to  help 
improve  their  living  standards  by 
improving  the  country’s  economic 
performance.  This  task  would 
require  some  new  policies  and 
changes  in  the  system  of  central 
planning. 
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Perestroika  was  introduced  in  April  1985  to  help  with  this.  In  spite  of 
Gorbachev’s  calls  for  increased  worker  productivity  and  better  quality  goods,  the 
Soviet  economy  performed  poorly  in  1985-86.  By  1987  Gorbachev  felt  it  was 
time  to  officially  shake  up  the  sluggish  centrally  planned  Soviet  economy.  New 
freedoms  were  given  to  state  factories  and  farms,  but  these  did  not  solve  any  of 
the  major  problems  in  the  Soviet  economy.  By  the  end  of  1989  the  Soviet 
economy  was  in  serious  trouble.  The  standard  of  living  in  the  Soviet  Union 
could  only  be  improved  if  the  general  state  of  the  economy  was  improved.  In 
1990,  Boris  Yeltsin,  head  of  the  government  of  the  Russian  republic,  introduced 
a plan  to  save  the  Soviet  economy  from  collapse.  Gorbachev  announced  a plan 
of  his  own  to  save  the  economy.  While  these  two  leaders  argued  over  how  to 
establish  a market  economy  in  the  Soviet  Union,  the  country’s  economic 
situation  worsened.  At  the  end  of  1991  with  Soviet  industrial  production  falling 
rapidly,  the  Soviet  Union’s  empire  collapsed. 

Elsewhere,  central  planning  has  met  a similar  fate.  In  eastern  Europe,  where 
central  planning  was  imposed  on  the  Soviet  satellite  states,  the  system  was 
largely  discarded  after  1990. 

4.  In  what  ways  did  Mikhail  Gorbachev  feel  that  the  Soviet  economy  could  be 
improved? 


5.  How  could  the  standard  of  living  be  improved  for  the  average  Soviet  person? 


c 


Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Activity  2. 


Conclusion:  The  higher  grade  goes  to  market  economy. 

Outcome  Six:  Innovation 

Creativity  and  innovation  result  from  freedom  and  incentive  found  in  market 
economies.  The  U.S.A.,  Japan,  and  West  Germany  have  led  the  world  in 
producing  new  and  better  methods.  Communist  countries  have  usually  lagged 
behind,  frequently  copying  advancements  developed  in  capitalist  countries. 

Conclusion:  The  higher  grade  goes  to  market  economy. 
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Outcome  Seven:  Equality 

Capitalism  is  based  upon  a “survival  of  the  fittest”  belief;  the  most  able  get 
wealthy,  the  least  able  grow  poor.  Because  people  do  not  have  equal  abilities  or 
opportunities,  it  is  not  surprising  that  large  inequalities  appear  in  capitalist 
countries.  Widespread  poverty,  particularly  in  decaying  urban  (city)  areas,  is 
common  in  most  capitalist  countries. 

Communist  ideology  supports  equal  pay.  Karl  Marx’s  slogan  reads:  “From  each 
according  to  his  ability,  to  each  according  to  his  needs.”  This  means  that  people 
will  do  different  work,  but  will  be  paid  equally.  In  the  Soviet  Union  wage  rates 
were  not  equal  but  they  were  much  more  equal  than  in  capitalist  countries. 

Soviet  citizens  received  free  education  and  health  care,  and  very  cheap  rent  and 
public  transportation.  Their  basic  needs  were  provided  for. 

Conclusion:  The  higher  grade  goes  to  planned  economy. 

6.  Should  all  education  in  Canada  be  free  for  individual  citizens?  Explain. 


Outcome  Eight:  Environmental  Protection 


1 The  Ottawa  Citizen  for  the  cartoon  by  Alan  King,  March  23,  1984.  Reprinted  by  permission  of  the  Ottawa 
Citizen  and  Alan  King. 
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Pollution  prevention  and  conservation  are  expensive.  Capitalist  businesses  do 
not  like  them  because  they  cut  into  profits.  The  world’s  largest  industrial 
nations,  the  U.S.A.,  Japan,  and  Germany  are  also  the  largest  producers  of 
pollutants.  Many  of  the  greatest  environmental  problems  in  capitalist  countries 
have  resulted  from  short-sightedness  due  to  lack  of  planning. 

Planned  economies  have  environmental  problems  too.  The  nuclear  accident  at 
Chernobyl  in  April  1986  was  a major  example  of  environmental  damage.  Since 
the  accident  more  news  on  the  environment  has  been  reported  by  Russia. 
Pollution  in  Lake  Baikal  in  Eastern  Siberia  from  pulp  and  paper  mills  has  harmed 
the  environment  of  many  rare  fish,  plants,  and  animals.  Other  ecological 
disasters  have  been  reported  in  Central  Asia:  The  Caspian  Sea  is  shrinking  due 
to  the  use  of  its  water  resources  for  irrigation  and  industry;  and  the  Aral  Sea  is 
also  drying  up  as  more  of  its  water  is  used  for  irrigation.  The  Volga  River  basin, 
too,  has  serious  pollution  problems.  Many  problems  in  the  environment  were  not 
officially  reported  until  after  the  collapse  of  the  Soviet  Union  at  the  end  of  1991. 

Conclusion:  The  evidence  is  inconclusive;  same  grade  goes  to  both. 

7.  From  the  evidence  presented  in  this  activity  about  how  market  and  planned 
economies  work,  place  an  M (market)  and  a P (planned)  on  each  of  the  eight 
continuums  below.  Based  on  the  evidence,  how  well  do  you  think  each 
system  provides  for  the  eight  outcomes  listed? 


security 
freedom 
growth 
stability 
efficiency 
innovation 
equality 

environmental  protection  <- — - — _______________ — 


Provides  for 
it  a little 


Provides  for 
it  a lot 


. 


your  answers  by  turning  to  the  Appendix,  Section  4:  Activity  2. 
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Follow-up  Activities 

If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of 
the  concepts,  it  is  recommended  that  you  do  the  Enrichment. 

Extra  Help 

Comparison  of  Market  and  Planned  Economies 

• Good  economic  systems  should  provide  a high  standard  of  living  and  high 
quality  of  life. 

- Standard  of  living  is  measured  by  a person’s  income,  or  average  income 

of  people  in  the  nation. 

- Adequate  income,  good  health,  basic  education,  leisure  time,  leisure 

facilities,  and  a clean,  safe  environment  are  factors  in  high  quality  of 
life. 

• Desirable  results  of  economic  activites  include 

- security:  assurance  our  needs  will  be  met  in  future 

- freedom:  ability  to  decide  for  oneself  what  to  produce,  what  job  to  do, 

what  to  do,  how  to  do  it,  and  how  much  to  spend  or  save,  or  what  to 
buy 

- growth:  increased  production  of  goods  and  services  in  a country 

- stability:  predictable  economy,  with  few  ups  and  downs  and  with 

unemployment  and  inflation  under  control 

- efficiency:  production  or  quality  goods  and  services  that  do  not  break 

down  or  wear  out  quickly 

- innovation:  constant  creation  of  new  products  and  ways  of  doing  things 

- equality:  the  same  political  and  legal  rights  for  all  people  and  provision 

of  basic  needs  for  every  person 

- environmental  protection:  clean  air  and  water,  careful  regrowth  of 

renewable  resources,  careful  management  and  no  wastage  of  non- 
renewable resources 

• Security  is  best  guaranteed  by  a planned  economy. 

• There  is  more  freedom  in  a market  economy. 

• Growth  is  not  assured  by  either  system. 

• Planned  economies  are  more  stable. 

• More  efficiency  is  found  in  a market  economy. 

• Market  economies  tend  to  be  more  innovative. 

• More  equality  is  found  in  a planned  economy. 

• Both  systems  need  to  pay  more  attention  to  environmental  concerns. 
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1 . In  the  chart  that  follows,  list  the  economic  factors  that  can  best  be  achieved 
by  each  type  of  economy. 


Planned  Economy 

Market  Economy 

Choose  the  best  answer  for  each  of  the  following  questions. 

2.  Increased  productivity  in  a market  economy  is  achieved  largely 

through 

A.  government  expenditure 

B.  resource  conservation 

C.  supply  and  demand 

D.  monetary  incentives 

3.  The  individual  consumer  in  a market  economy  is  assured  of 

A.  economic  abundance 

B.  product  excellence 

C.  equitable  income  distribution 

D.  the  right  to  economic  choice 

Use  the  following  opinion  to  answer  question  4. 


! believe  that  the  greatest  economic  concern  facing  Canadians  in  the 
1980s  was  inflation.  The  government  should  have  used  all  suitable 
policies  to  reduce  the  inflation  rate  and  solve  this  problem. 


4.  The  action  recommended  by  the  speaker  would  best  meet  the 
economic  goal  of  increased 

A.  efficiency 

B.  consumption 

C.  production 

D.  stability 
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5.  Compared  with  a market  economy,  individuals  in  a planned 
economy  are  assured  of  greater 

A.  economic  affluence 

B.  product  excellence 

C.  economic  choice 

D.  income  quality 

6.  To  a capitalist,  a basic  weakness  of  a centrally  planned  economy 
is  found  in  the  limited 

A.  attention  to  setting  production  targets 

B.  co-ordination  of  government  economic  planning 

C.  incentive  for  individual  initiative 

D.  availability  of  capital  goods 

7.  Supporters  of  the  private  enterprise  system  claim  that  it  provides 

A.  greater  incentive  for  personal  initiative  and  gain 

B.  greater  opportunities  to  co-ordinate  national  productivity 

C.  more  equitable  distribution  of  income 

D.  more  security  from  corporate  competition 

8.  The  Marxist  saying  “from  each  according  to  his  ability,  to  each 
according  to  his  needs”  reflects  the  value  of 

A.  cooperation 

B.  competition 

C.  independence 

D.  initiative 

9.  To  supporters  of  a market  economy,  the  principle  of  self-interest 
is  desirable  because 

A.  economic  stability  will  be  guaranteed 

B.  economic  exploitation  will  be  eliminated 

C.  economic  equality  to  individuals  will  be  assured 

D.  individuals  will  be  motivated  to  exhibit  their  initiative 

10.  Which  of  the  following  problems  would  most  likely  occur  in  a 
market  economy? 

A.  competition  between  privately  and  publicly  owned  businesses 
for  resources 

B.  decreased  individual  incentive  and  motivation 

C.  inequities  in  the  distribution  of  wealth 

D.  lack  of  responsiveness  to  public  demand 
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1 L Which  statement  can  be  applied  to  both  market  and  centrally 

planned  economies? 

A.  Rapid  growth  and  sustained  industrial  output  is  desirable. 

B.  Income  inequality  is  undesirable  and  should  be  eliminated. 

C.  Citizens  should  be  allowed  to  produce  and  consume  whatever 
goods  they  desire. 

D.  Scarce  resources  should  be  specifically  allocated  to  provide 
for  future  production. 

12.  Following  is  a list  of  things  the  Canadian  government  has  done  in  the  past 
and  a list  of  desired  goals.  Identify  which  goal  the  government  was  trying 
to  achieve  by  placing  your  answer  in  the  blank  provided.  Hint:  Keep  in 
mind  that  a policy  may  try  to  achieve  more  than  one  goal. 


• efficiency  • stability  • growth  • equity 


a.  The  post  office  requires  a postal  code  on  each  piece  of 
mail  and  installs  mail-sorting  machines. 

b.  All  employees  and  employers  are  required  to 
contribute  to  an  unemployment  insurance  program. 

c.  Provincial  governments  pass  minimum  wage  laws. 

d.  The  federal  government  supports  job  creation 
programs  in  Newfoundland. 

e.  Automobile  manufacturers  are  required  to  design  cars 
to  reduce  emissions  and  increase  gas  mileage. 


f.  Disaster  relief  was  provided  for  drought- stricken 
prairie  farmers. 


g.  Tariffs  on  imported  clothing  protect  Canadian 
manufacturers. 

h.  Education  is  free  and  compulsory  until  age  sixteen. 

i.  Research  is  carried  out  to  find  ways  to  get  oil  from 
Alberta  tar  sands. 

j.  Pensions  are  paid  to  all  Canadians,  starting  at  65. 


Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Extra  Help. 
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Enrichment 

1 .  Interview  someone  who  lived  in  Canada  during  the  Great  Depression.  Ask 
what  they  can  recall  about  the  following: 

• the  “Roaring  20s” 

• the  “Crash  of ’29” 

• the  “Dirty  30s” 


What  was  their  greatest  problem  as  a producer  and  as  a consumer  during  the 
Depression? 


2.  “With  capitalism,  it’s  man  exploiting  man.  With  communism,  it’s  the  other 
way  around.” 

Use  your  own  paper  to  write  a paragraph  explaining  what  the  preceding 
quotation  says  about  the  distinction  between  capitalism  and  communism. 

3.  If  you  have  access  to  a computer  linked  to  Internet,  do  some  net  surfing  to 
learn  more  about  pollution.  Use  your  search  tools  to  look  for  sites  on  air  and 
water  pollution,  acid  rain,  and  the  Chernobyl  radioactive  disaster.  There  will 
be  many  sites  that  provide  you  with  details  about  pollution  in  our  world, 
whether  it  is  in  countries  with  market  or  centrally  planned  economies.  After 
you  have  searched  out  various  sites,  write  a composition  discussing  whether 
or  not  the  type  of  economic  system  a country  has  plays  a role  in  determining 
how  that  country  deals  with  environmental  problems. 


Check  your  answers  by  turning  to  the  Appendix,  Section  4:  Enrichment. 
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Conclusion 

Activity  1 began  with  Karl  Marx  and  Adam  Smith  trying  to  agree  on  what  made 
an  economic  system  good.  Let’s  see  if  they  have  reached  any  agreement. 

Adam:  Market  systems  are  better  than  planned  economies  because  they 
provide  more  freedom  and  are  more  efficient. 

Karl:  Maybe  so,  but  there  is  more  security  and  equality  provided  in 

planned  systems. 

Adam:  But  freedom  and  efficiency  are  more  important  than  security  and 
equality. 

Karl:  They  are  not. 

Adam:  They  are  so. 

Karl:  They  are  not. 

. . . and  so  it  goes.  It  seems  that  some  arguments  are  just  not  resolvable. 

This  section  has  shown  that  there  are  strengths  and  weaknesses  to  both  systems 
— market  and  planned  economies.  An  improvement  upon  either  system  in  its 
pure  form  seems  to  be  a combination  of  some  features  of  both.  That  is  just  what 
all  countries  in  the  world  today  are  doing.  Section  5 will  deal  with  some  of  these 
mixtures  of  market  and  planned  policies  in  various  combinations. 
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You  have  been  learning  about  planned  and  market  economies.  Where  would 
you  put  the  Canadian  economic  system?  In  deciding  how  to  classify  the 
Canadian  economic  system  you  must  consider  some  of  the  characteristics  of  our 
economy.  Do  we  have  a pure  market  economy  or  is  the  government  involved  in 
certain  aspects  of  our  economy?  Due  to  the  role  the  Canadian  government  has  in 
the  economy,  our  system  is  classified  as  a mixed  economy.  Can  you  think  of  any 
other  countries  that  adopt  features  of  both  systems  to  have  mixed  economies? 
Sweden  is  one  of  the  other  countries  with  a mixed  economy  that  you  will  learn 
about  in  this  section. 

In  this  section  you  will  learn 

• what  a mixed  economy  is 

• the  relationship  between  socialism  and  communism 

• the  role  of  government  in  two  mixed  economies,  Canada  and  Sweden 

• the  positions  of  Canada’s  major  political  parties  on  government 
involvement  in  the  economy 
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Socialism:  government 
ownership  and/or  control  of  the 
productive  resources  of  a society 


Activity  1 : What  Is  a Mixed  Economy? 

As  you  saw  in  Section  4,  problems  in  operation  result  from  both  pure  market 
economies  and  pure  planned  economies.  To  correct  these  problems,  the  two 
systems  are  borrowing  from  each  other. 

Throughout  the  twentieth  century,  governments  in  capitalist  countries  have 
become  increasingly  involved  in  their  economic  systems.  This  trend  is  often 
referred  to  as  “creeping  socialism.”  When  Mikhail  Gorbachev  took  over  the 
leadership  of  the  Soviet  Union  in  1985  he  began  to  look  at  the  ideas  of 
Adam  Smith  rather  than  Karl  Marx  in  an  attempt  to  solve  his  country’s  economic 
problems.  Prior  to  the  collapse  of  the  Soviet  Union  at  the  end  of  1991,  he  had 
introduced  some  capitalist  practices  into  the  Soviet  command  economy. 

Emphasis  on  Collectivism  Emphasis  on  Individualism 

« — — — — > 

01  23456789  10 

Pure  Planned  Economy  Pure  Market  Economy 


trends  trends 

A mixed  economy  is  one  that  combines  features  of  both  market  and  planned 
systems.  In  most  mixed  economies,  the  majority  of  the  nation’s  resources  are 
privately  owned,  but  there  is  some  government  regulation.  There  is  quite  a bit  of 
variation  in  the  amount  of  government  involvement  in  the  economy.  In  some  it’s 
a lot,  in  others,  little — but  all  are  mixtures. 


Types  of  Economic  Systems 


1 2 3 


^ Mixed  Economy  ^ 
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A A A A A 
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conomy 


U.S.A 


Britain 
Canada 
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Although  communist  countries  like  China  and  Cuba  employ  some  features  of 
market  economies,  they  are  not  described  as  mixed  economies.  They  have 
mostly  state  ownership  of  resources  and  rely  heavily  on  state  planning.  Before 
the  collapse  of  the  USSR,  it  also  relied  heavily  on  state  planning  and  state 
ownership  of  resources  and  so  was  considered  a command  economy. 


Activity  2:  Communism  and  Socialism 

Are  Communists  Socialists? 

In  a word,  yes.  Remember,  socialism  means  government  ownership  of  and/or 
control  over  the  economic  system,  and  communists  believe  in  both.  USSR  stands 
for  Union  of  Soviet  Socialist  Republics. 

But  not  all  socialists  are  communists. 

There  are  two  major  differences  between  present  day  socialists  and  communists. 
Socialists  believe  that  the  government  should  provide  basic  necessities  for  all,  as 
shown  by  the  following  concept  map. 


However,  they  also  believe  that  ownership  of  resources  should  be  primarily 
private,  and  the  free  market  should  decide  most  economic  activities. 

Most  socialists  in  North  America,  Western  Europe,  and  other  democratic 
countries  favour  mixed  economies  rather  than  extensive  government  ownership 
and  control.  Countries  whose  economies  have  a near  equal  mix  of  market  and 
planned  features  are  generally  referred  to  as  socialist  or  democratic  socialist. 

All  communists  are  socialists,  but  not  all  socialists  are  communist. 
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The  second  major  difference  between  the  two  ideologies  is  in  their  opinion  about 
government.  Communists  believe  that  the  best  political  system  to  govern  society 
is  a one-party  dictatorship  without  opposition.  Socialists,  on  the  other  hand, 
believe  in  competing  political  parties  chosen  by  majority  rule  with  guarantees  for 
minority  rights,  hence  the  name  democratic  socialist. 

Is  Canada  socialist? 


Check  your  answers  by  turning  to  the  Appendix,  Section  5:  Activity  2. 


Activity  3:  The  Government’s  Role  in  Canada’s 
Economy 

Probably  the  closest  Canada  has  come  to  a pure  market  system  was  during  the 
1920s.  During  that  decade  governments  followed  Adam  Smith’s  advice,  and  left 
the  privately  owned  economy  alone.  Because  government  did  little,  taxes  were 
low.  Then  came  the  “crash  of  ’29”  followed  by  the  Great  Depression.  Most 
Canadians  experienced  major  economic  hardships  throughout  the  1930s. 

If  you  have  access  to  a computer  linked  to  the  Internet,  do  some  net  surfing  to 
learn  more  about  the  Great  Depression  of  the  1930s  and  how  it  affected  people 
all  across  North  America. 

Business  owners  and  workers  began  to  feel  that  the  government  should  do 
something  to  prevent  such  a national  collapse  again  and  to  provide  help  to 
helpless  individuals.  Since  then,  the  Canadian  government’s  role  in  the  economy 
has  grown  steadily  so  that  in  the  1990s,  Canada  has  become  very  much  a mixed 
economy. 

Look  at  some  of  the  programs  run  by  governments  in  Canada  today: 

• stabilization  of  the  economy  to  prevent  booms  and  busts 

- control  of  bank  interest  rates 

- increase  or  decrease  taxes 

- increase  or  decrease  government  spending 
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• regulation  of  the  market 

- quality  controls 

- some  price  controls 

• prevention  of  monopolies  to  preserve  competition 

• redistribution  of  wealth  to  provide  security 

- old  age  pension 

- unemployment  insurance 

- child  tax  credit 

- welfare 

• provision  of  financial  support  to  businesses 

• ownership  of  companies  by  government 

- CBC  Radio  and  TV 

- Royal  Canadian  Mint 

- Canada  Post  Corporation 

• regulation  of  pollution  and  conservation 

• provision  of  public  services 

- schools 

- police 

- fire  control 

- hospitals 

- parks 


This  is  only  a partial  list,  but  it  is  enough  to  show  that  government  plays  a major 
role  in  our  economy. 
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There  are  many  direct  and  indirect  controls  over  our  economic  system.  Adam 
Smith  would  strongly  disapprove. 

1 . Place  a ✓ beside  the  proposed  Canadian  government  programs  that  most 
socialists  would  support. 

increased  old  age  pensions 

child-care  programs 

government  medicare 

nationalized  (state-owned)  postal  service 

free  public  education 

minimum  wage  laws 


Check  your  answers  by  turning  to  the  Appendix,  Section  5:  Activity  3. 


The  good  news  is  that  these  many  government  programs  and  regulations  have 
provided  us  with  increased  stability,  security,  and  equality. 

The  bad  news  is  that  we  have  lost  some  individual  freedoms  and  that  the  cost  to 
taxpayers  is  high. 
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Note:  Alberta  is  the  only 
Canadian  province  without  a 
provincial  sales  tax. 


CANADA 
PENSION  PLAN 
CONTRIBUTIONS 


CUSTOM 

DUTIES 


LIQUOR 

OIL  EXPORT 

TAXES 

TAX 

? | \ Q | 

f PERSONAL  & 
I CORPORATE 
1 INCOME  TAX 

PROVINCIAL 
SALES  TAX* 

UNEMPLOYMENT 

INSURANCE 

PREMIUMS 

Study  the  Canadian  Federal  Budget,  1993-1997,  which  follows;  then  answer  the 
questions  that  come  after. 


Fiscal  Forecast  (billions  of  dollars) 


Personal  income  tax 

51.1 

56.8 

60.4 

64.5 

Corporate  income  tax 

9.8 

13.0 

15.5 

16.3 

Unemployment  insurance  premiums 

18.2 

18.9 

19.7 

18.5 

Excise  taxes  and  duties 

Goods  and  Services  Tax 

15.7 

16.6 

17.4 

18.3 

Customs  import  duties 

3.7 

3.8 

3.3 

3.0 

Other  excise  taxes 

7.4 

6.7 

7.4 

7.5 

Other  tax  revenues 

1.6 

1.8 

1.8 

1.8 

Total  tax  revenues 

107.3 

117.6 

125.5 

129.9 

Non-tax  revenues 

8.7 

7.4 

7.7 

7.5 

Total  budgetary  revenues 

116.0 

125.0 

133.2 

137.4 

STATISTICS  CANADA 
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Summary  statement  of  transactions:  Fiscal  outlook  with  budget  measures 

(in  billions  of  dollars) 


1993-94 

1994-95 

1995-96 

1996-97 

Budgetary  transactions 

Budgetary  revenues 

116.0 

125.0 

133.2 

137.4 

Program  spending 

-120.0 

-118.3 

-114.0 

-107.9 

Operating  balance 

-4.0 

6.7 

19.2 

29.4 

Public  debt  charges 

-38.0 

-42.0 

-49.5 

-50.7 

Underlying  deficit 

-42.0 

-35.3 

-30.2 

-21.3 

Restructuring  charges 
Contingency  reserve 

-2.6 

-2.5 

-3.0 

Deficit 

-42.0 

-37.9 

-32.7 

-24.3 

Non-budgetary  transactions 

12.2 

11.9 

7.8 

10.6 

Financial  requirements 
(excl.  foreign  exchange  transactions 

Net  public  debt 

9 

-29.8  -26.0 

508.2  546.1 

-24.9 

578.8 

-13.7 

603.1 

Gross  domestic  product 

711.7 

746.4 

787.1 

821.3 

Percentage  of  GDP 

Budgetary  revenues 

16.3 

16.7 

16.9 

16.7 

Program  spending1 

16.9 

16.2 

14.5 

13.1 

Public  debt  charges 

5.3 

5.6 

6.3 

6.2 

Deficit 

-5.9 

-5.1 

-4.2 

-3.0 

Financial  requirements 

-4.2 

-3.5 

-3.2 

-1.7 

Net  public  debt 

71.4 

73.2 

73.5 

73.4 

STATISTICS  CANADA 


' Includes  restructuring  charges. 

Notes:  (-)  indicates  a net  requirement  for  funds.  (+)  indicates  a source  of  funds. 
Numbers  may  not  add  due  to  rounding. 

2.  What  is  the  major  source  of  revenue  for  the  government? 


3.  What  is  to  happen  to  program  spending  between  1993  and  1997? 


4.  What  is  expected  to  happen  to  the  public  debt  charges  between  1993  and 
1997? 
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5.  Between  1993  and  1997  the  deficit  is  to  be  reduced  from  -42.0  billion  to 
-24.3  billion.  Why  is  the  net  annual  debt  still  expected  to  increase? 


Canada’s  debt  is  the  sum  our  federal  government  owes  in  total.  As  you  can  see 
from  the  graph  below,  Canada  has  continued  to  have  annual  deficits  that  add  to 
our  accumulated  national  debt  every  year. 


Canada's  Deficit 


Year 

6.  In  what  year  did  we  have  our  greatest  national  deficit?  How  much  was  it? 


7.  If  there  were  twenty-seven-million  Canadians  in  that  year,  what  was  the  per 
capita  deficit? 


Check  your  answers  by  turning  to  the  Appendix,  Section  5:  Activity  3. 


Social  Studies  33 


Module  3:  Section  5 


87 


Activity  4:  Positions  of  Canada’s  Political  Parties 

The  different  political  parties  in  Canada  have  differing  views  as  to  how  much  the 
government  (political  system)  should  intervene  in  its  economic  system.  The 
range  of  opinions  on  this  issue  can  be  shown  as  follows: 


— 


Views  of  Canada's  Political  System 



Should 
intervene 
a lot 

10  9 8 

I J L 


Should 
intervene 
a little 

2 1 0 


J 1 


AAA 


t 

Reform  Party 


Progressive  Conservative  (PC) 
Liberal 

New  Democrat  (ND) 


Privatization:  the  selling  of  a 
government-owned  company  to 
private  individuals 


You  will  notice  that  the  difference  between  the  major  parties  on  this  issue  is  not 
very  great.  As  well,  within  each  party  there  are  differing  opinions,  and  the 
official  position  of  each  party  is  constantly  changing.  For  example,  decisions  to 
privatize  some  government-owned  corporations  like  de  Havilland,  Canadair,  and 
Air  Canada  (privatization  was  completed  in  July,  1989)  moved  the  PC  Party 
slightly  to  the  right  on  the  preceding  scale. 

In  the  blank  in  front  of  each  of  the  following  items,  indicate  which  political  party 
most  probably  supports 

1 . nationalization  of  a major  bank 

2.  lower  taxes  for  all 

3.  privatization  of  all  Crown  corporations 


rheck  your  answers  by  turning  to  the  Appendix,  Section  5:  Activity  4. 


„ 
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Activity  5:  The  Swedish  Formula 

Sweden  is  frequently  used  as  an  example  to  illustrate  both  mixed 
economy  and  democratic  socialism.  Democratic  socialism  is 
democracy  combined  with  socialism.  You  will  have  noticed  in 
Activity  1 that  Sweden,  with  a large  government  role  in  the 
economic  system,  was  placed  slightly  to  the  left  of  centre  in 
the  planned  market  continuum. 

Sweden’s  economy  is  a complex  blend  of  government  and 
private  enterprise.  It  is  socialistic  and  capitalistic  at  the 
same  time.  Three  main  features  stand  out  in  the  Swedish 
system: 

• Ownership  of  industry  has  remained  primarily  in  private  hands.  In 

Sweden  there  are  fewer  nationalized  industries  than  in  Canada. 
Furthermore,  there  has  been  little  government  interference  in  the 
production  of  goods.  Market  forces  have  been  allowed  to  decide  if 
industries  failed  or  thrived.  Rather  than  support  ailing  industries  with 
government  aid  (subsidies),  they  have  been  allowed  to  die.  Multinational 
corporations  are  often  thought  to  go  hand-in-hand  with  capitalism.  Sweden 
has  more  of  them  per  person  than  does  the  United  States.  Big  business 
thrives  in  Sweden  (Volvo,  Ericso).  Seven  of  their  top  ten  companies  are 
world  leaders  in  their  product.  In  the  production  of  things,  Sweden  is 
laissez-faire. 

• A capitalist  engine  produces  the  output,  but  a socialist  government 
redistributes  the  wealth.  Profits  produced  are  directed  toward  the  common 
good.  Sweden  has  an  extensive  program  of  “cradle-to-grave”  social 
security  benefits:  child  care,  family  allowances,  medical  and  hospital 
benefits,  government  housing,  free  education,  and  pensions.  To  pay  for  all 
of  this,  Sweden  has  high  taxes.  Personal  taxes  in  Sweden  are  the  highest  in 
the  world.  In  1987,  80  percent  of  incomes  over  $46  000  per  year  went  to 
taxes.  Business  may  decide  what  and  how,  but  government  decides  for 
whom. 

• To  make  the  whole  thing  work  the  Swedish  system  emphasizes 
cooperation  between  the  three  major  groups  in  the  economy: 
government,  business,  and  labour.  Businesses  must  compete  with  each 
other,  but  cooperate  with  workers  and  politicians.  Strikes  by  unions  are 
legal  but  rare.  The  Swedish  government  uses  extensive  economic 
planning,  not  direct  planning  as  in  a command  economy,  but  indirect  or 
indicative  planning. 
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Sweden  involves 
everyone  in  balancing 
the  economy. 


Recession:  a slump  or  “bust” 
period  in  an  economy  when 
demand  and  production  go  down 
while  unemployment  goes  up 
A serious  recession  is  a 
depression. 


The  unique  mixture  of  market  forces  and  planning  of  profit  and  equality  has 
worked  very  well  for  Sweden.  Up  until  the  1990s,  unemployment  and  inflation 
rates  were  fairly  low  and  for  over  fifty  years  Sweden  enjoyed  one  of  the  highest 
standards  of  living  in  the  world.  Deep  recession  and  debt  in  the  early  1990s 
forced  Sweden  to  retreat  from  total  welfarism.  Sweden  has  made  cuts  to  its 
generous  social  programs,  and  is  working  to  keep  a competitive  edge.  Sweden 
joined  the  European  Community  on  January  1,  1995;  membership  may  cause  the 
Swedes  to  adjust  the  Swedish  model  bringing  it  closer  to  the  systems  found  in  the 
other  Western  European  countries  where  social  programs  have  tended  to  be  less 
generous. 


Activity  6:  Case  Study:  the  Principal  Group 

— ^ The  Rise  and  Fall  of  Principal1 

Here  is  a brief  history  of  Principal  Group  Ltd.’s  investment  contract  companies. 

1954 — Don  Cormie  and  10  Edmonton  businessmen  form  First  Investors  Corp. 

(FIC),  to  sell  investment  contracts. 

1959 — Cormie  becomes  largest  single  shareholder  in  FIC. 

1962 — Associated  Investors  of  Canada  (AIC)  bought. 

1965 — Principal  Savings  and  Trust  incorporated. 


1 The  Calgary  Herald  for  the  excerpt  from  The  Calgary  Herald,  July  19,  1989.  Reprinted  by  permission  of 
The  Calgary  Herald. 
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1966 — Alberta  Securities  Commission  finds  FIC/AIC  don’t  meet  the  financial 
requirements  of  Alberta  law.  Cormie  must  return  $300,  000  in  fees  taken 
from  AIC. 

1973 —  Securities  Commission  finds  AIC  is  deficient  by  $1.6  million  and  FIC 
borderline  under  provincial  financial  requirements. 

1974 —  Consulting  firm  finds  FIC/AIC  have  made  improper  investments,  but  says 
investors  aren’t  in  jeopardy. 

1975—  — Principal  Group  Ltd.  (PGL)  promises  to  stop  deals  between  FIC/AIC  and 

sister  companies,  a promise  later  forgotten. 

1975 — Cormie  writes  Premier  Peter  Lougheed  opposing  proposed  law  that  would 
protect  investors.  The  amendments  are  dropped. 

1982 —  FIC/AIC  fails  to  meet  one  of  three  government  regulatory  financial  tests. 

1983 — FIC/AIC  fails  all  three  regulatory  financial  tests,  and  reports  60  per  cent  of 
their  mortgage  portfolios  are  in  arrears. 

1984 —  Government  auditor  calls  FIC/AIC  virtually  insolvent.  Consumer  Affairs 
Minister  Connie  Osterman  refuses  to  hire  an  independent  consultant  to 
audit  the  companies. 

1985 — Premier  Getty  is  told  FIC/AIC  lost  $ 1 3.6  million  in  the  first  nine  months  of 
the  year. 

1986 —  The  Treasury  Department  assumes  responsibility  for  FIC/AIC,  hires  an 
accountant  to  probe  FIC/AIC. 

1987 —  Accountant  reports  FIC/AIC  need  at  least  $150  million.  On  June  30  their 
government  licences  are  pulled.  PGL  declares  bankruptcy  in  August.  Code 
investigation  begins. 

1989 — Investigator  Bill  Code  presents  his  report. 


In  July,  1989,  after  two  years  of  public  hearings  and  study,  the  Code  Report  was 
submitted.  See  some  of  the  quotes  from  it  which  follow. 


Code  Report  Quotes1 


“Although  (Consumer  Affairs 
Minister  Connie  Osterman)  was 
neglectful,  misguided  or  even  reckless, 
her  intentions  were  not  in  any  way 
dishonest.” 

Another  cause  of  the  FIC/AIC 
collapse  “ . . . was  the  willful  refusal  of 
the  regulators  to  act  effectively  when 
they  knew  that  the  investment  contract 
companies’  strategy,  policies  and 
practices  were  not  protecting  the 
investment  contract  holders.” 


“. . . The  conduct  of  Donald  Cormie 
and  (Ken)  Marlin  in  permitting  the  sale 
of  FIC  and  AIC  products  when  they 
knew  the  companies  were  no  longer 
viable  was  both  dishonest  and 
fraudulent.” 

“.  . . The  corporate  interests  of  FIC 
and  AIC  were  sacrificed  for  those  of 
PGL  or  the  ‘upstairs’  companies  and 
ultimately  the  personal  interests  of 
Donald  Cormie.” 


1 The  Calgary  Herald  for  the  excerpt  from  The  Calgary  Herald,  July  19,  1989.  Reprinted  by  permission  of 
The  Calgary  Herald. 
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Approximately  67  000  investors  across  Canada  lost  nearly  $500  000  000  through 
the  bankruptcy  of  the  Principal  Group. 


The  Issue 

Should  the  Alberta  government  compensate  investors  for  their  losses? 

If  so,  which  investors?  Only  recent  investors,  or  long-time  investors  too? 

Only  Alberta  investors,  or  those  in  other  provinces  as  well? 

If  so,  how  much?  Should  compensation  be  partial,  or  total? 

Should  it  be  the  government’s  responsibility  to  protect  investors  (or  buyers)  from 
risky,  or  fraudulent  business  deals? 

Read  the  following  conflicting  opinions  on  this  issue. 

Speaker  A 

The  premier  has  said  that  if  government  negligence 
damaged  investors,  that  the  government  would  make  up 
that  damage.  Well,  the  Code  Report  has  said  just  that. 

The  government  must  keep  its  promise  and  pay  us  back 
our  losses. 

There  was  plenty  of  evidence  years  ago  that  Principal  was 
in  a financial  mess  but  the  government  did  nothing  about 
it.  How  could  we  investors  know  it  was  deeply  in  debt? 
We  were  investing  our  hard-earned  money  into  a fraudulent  company.  It’s  the 
government’s  duty  to  protect  us.  Since  it  didn’t,  now  it  has  no  choice  but  to  pay 
back  our  losses. 

Speaker  B 


Let  the  buyer  beware!  When  you  spend  your  money,  you 
take  your  chances.  The  government  should  not  be  in  the 
business  of  providing  a safety  net  for  people  who  invest 
in  risky  ventures.  If  investors  didn’t  know  about  the 
shaky  shape  of  Principal,  they  should  have  found  out 
themselves. 

The  premier  had  no  right  to  promise  government 
compensation.  The  government  means  the  people. 
Government  money  comes  from  taxpayers  and  that  includes  me.  If  Principal 
investors  are  paid  back,  Albertans  will  be  doing  the  paying — about  $170  each. 
No  way! 
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Which  speaker,  A or  B,  do  you  support?  Give  two  reasons  why. 


c 


Check  your  answers  by  turning  to  the  Appendix,  Section  5:  Activity  6. 


Follow-up  Activities 


If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of 
the  concepts,  it  is  recommended  that  you  do  the  Enrichment. 

Extra  Help 
Socialism 

• There  is  government  involvement  in  the  economy,  either  through  control  or 
ownership  of  productive  resources. 

• It  believes  government  should  provide  basic  necessities  for  all. 

• It  believes  in  competing  political  parties  chosen  to  govern  by  majority  rule, 
with  minority  rights  guaranteed. 

• Communism  is  an  extreme  form  of  socialism. 

Mixed  Economies 

• Mixed  economies  combine  the  features  of  both  market  and  planned 
economies  to  varying  degrees. 

• When  the  mix  of  market  and  planned  features  are  nearly  even,  then  it  is 
referred  to  as  socialist  or  democratic  socialist. 

Canadian  Economy 

• There  is  heavy  government  involvement  to  accomplish  the  following: 

- stabilize  economy 

- regulate  market 

- redistribute  wealth  and  provide  security 

- provide  public  services 

- provide  financial  support  to  businesses 

- protect  the  environment 
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Swedish  Economy 

• Ownership  of  industry  is  mainly  in  private  hands  (not  government). 

• They  have  fewer  government-owned  businesses  than  in  Canada. 

• Government  interferes  little  in  production  of  goods  and  services. 

• Ailing  businesses  are  allowed  to  die,  rather  than  receive  government  aid. 

• In  production  of  goods,  Sweden  is  laissez-faire. 

• Wealth  is  redistributed  to  provide  extensive  social  security  benefits. 

• Taxes  are  high  to  pay  for  these  benefits. 

• Cooperation  between  government,  business,  and  labour  is  emphasized. 

• Strikes  are  legal,  but  rare. 

• Indirect  or  indicative  economic  planning  is  used  by  the  government. 

• Sweden  for  decades  had  low  unemployment  and  inflation  rates,  and  one  of 
the  higher  standards  of  living  in  the  world. 

1 . Carefully  read  each  of  the  following  statements.  Before  each  statement  write 
the  term  market , planned , or  mixed  to  indicate  which  economic  system  it 
refers  to  best. 

a.  Most  businesses  are  privately  owned  but  taxes  on  income 

are  quite  high. 

b.  Consumer  demand  determines  the  supply  and  price  of 

goods  and  services. 

c.  Both  values  of  cooperation  and  competition  are  stressed. 

d.  It  is  likely  that  there  will  be  large  numbers  of  extremely 

rich  and  extremely  poor. 

e.  Few  people  make  the  major  economic  decisions  in  this 

country. 

f.  Using  the  labour  of  others  to  increase  one’s  wealth  is 

illegal. 
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g.  Major  utilities  are  frequently  nationalized;  farmland  almost 
always  is  privately  owned. 

h.  Civil  servants  are  kept  to  an  absolute  minimum. 


2.  Examine  the  figures  that  follow. 

A Look  at  Federal  Government  Spending  in  Canada 


Relative  share  of  selected  federal  government  expenditures,  1952 
and  1992  (in  percent) 


1952 


1992 


National  defence 

Health 

Debt  servicing  .... 
Social  services  ... 
Other 


..8.4 

.4.5 

.28. 

.34.6 

.24.5 


a.  Which  share  of  federal  spending  has  increased  most? 


b.  Which  share  of  federal  spending  has  decreased  most? 


c.  In  1992,  how  many  cents  of  each  tax  dollar  collected  went  to  debt 
servicing? 


d.  How  much  did  total  government  spending  change  from  1952  to  1992? 
(Careful  now!) 
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3.  Summarize  the  major  differences  between  economic  systems  by  completing 
the  following  chart.  Some  have  been  done  to  get  you  started. 


Factor 

Capitalism 

Socialism 

Communism 

Private  Property 

eManUal 

effaced 

individual  Freedom 

conAida/uikle 

Cooperation 

Competition 

Personal  Profit 

Prices 

ktf  anA  demand 

4a meofninah- 

Economic  Centralization 

Consumer  Sovereignty 

Monopoly 

pAfddikit 

Collectivism 

Role  of  Government 

Self-interest 

dMGCMAGXje 

Economic  Equality 

da4a/uzlde 

Check  your  answers  by  turning  to  the  Appendix,  Section  5:  Extra  Help 


D 


Enrichment 

1 . Look  at  any  two  copies  of  a daily  newspaper.  Make  a list  of  articles  that  deal 
with  government’s  involvement  in  our  economic  system.  For  example, 
group  opposition  to  abortion  does  not  apply,  but  Medicare  paying  for 
abortions  does.  Hint:  You  will  need  a long  piece  of  paper! 

2.  Arrange  an  interview  with  a welfare  official  in  your  community. 

Attempt  to  determine  the  following: 

• Who  is  eligible? 

• For  how  long? 

• What  benefits  are  paid? 

• Where  does  money  for  benefits  originate? 
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3.  If  you  have  access  to  a computer  linked  to  Internet,  do  some  net  surfing  to 
learn  more  about  Sweden’s  democratic  socialist  system.  Study  the 
information  on  the  sites  you  locate  to  note  how  the  Swedish  model  differs 
from  the  Canadian  social  system. 

^ Check  your  answers  by  turning  to  the  Appendix,  Section  5:  Enrichment. 


Conclusion 

In  Section  5 you  have  learned  that  the  mixed  economy  is  a combination  of  the 
features  of  market  and  planned  economies.  Various  nations  combine  the  two  in 
various  ways.  Differences  exist  between  the  way  the  Canadian  and  Swedish 
mixed  economies  function.  Canada  has  more  direct  government  intervention  in 
the  economy,  while  Sweden  practises  more  indicative  planning.  Different 
political  parties  within  any  society  take  different  viewpoints  of  the  degree  to 
which  government  should  be  involved  in  the  economy.  Canada’s  political  parties 
are  no  different  than  those  in  other  nations.  They,  too,  have  different  opinions. 


ASSIGNMENT 


MODULE  SUMMARY 

Scarcity  is  the  universal  and  eternal  economic  problem.  To  deal  with  it,  societies 
have  set  up  economic  systems.  These  systems  differ  considerably  because 
different  groups  have  differing  beliefs  and  attitudes  about  what  is  best. 
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Glossary 

Capital  goods 

(or  Capital  resources) 

Capitalism 

Centralized 

Civil  servants 

Collectivization 

Consumer 
Consumer  goods 
Consumer  price  index 

Consumer  sovereignty 

Cost-price  squeeze 
Decentralized 

Demand 

Depression 


• goods  that  are  created  by  people  to  produce  something 
else 

Examples:  tools,  machines 

• an  economic  system  in  which  the  means  of  production 
are  owned  by  individuals 

• with  power  and  authority  of  an  organization  or 
government  concentrated  at  the  top  or  centre 
Such  organizations  are  said  to  be  “top  heavy.” 

• people  who  work  for  the  government  who  are 
responsible  for  the  day-to-day  administrative  work  of 
the  various  government  departments 

• the  practice  of  working  together  in  groups  supposedly 
for  the  good  of  all 

• one  who  buys  goods  or  services 

• goods  that  satisfy  a want  or  a need 

• a measurement  of  inflation 

The  cost  of  buying  a certain  quantity  of  goods  is 
compared  to  the  cost  at  a previous  time. 

• a system  according  to  which  buyers,  through  their 
purchases,  determine  what  will  be  produced  in  a 
market  economy 

• a situation  that  occurs  when  costs  of  production 
increase  faster  than  selling  prices  of  goods  or  services 

• with  no  single  decision  maker  at  the  centre,  but  many 
separate  decision  makers 

Private  enterprise  is  decentralized. 

• the  desire  and  ability  to  buy  a good  or  a service 

• a downturn  in  the  business  cycle  where  business 
activity  slows  down  and  is  characterized  by  such 
things  as  large-scale  unemployment  and  reduced 
productivity 

Example:  Canada  in  the  1930s 
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Division  of  labour 

Economic  competition 

Economic  growth 

Exports 

Goods 

Gosplan 

Gross  domestic  product 
(GDP) 

Gross  national  product 
(GNP) 

Imports 

Inflation 

Interdependence 

Investment 

Laissez-faire 

Monopoly 

Nationalization 

Needs 


• specialization 

Different  workers  do  different  tasks  in  a company. 

• a system  involving  a large  number  of  producers  and 
sellers  interacting  in  a free  market 

• the  production  of  more  goods  and  services 

• goods  or  services  that  are  sold  to  a foreign  country 

• things  that  have  economic  use  or  satisfy  an  economic 
want 

• the  economic  planning  commission  for  the  USSR 

• the  value  of  all  goods  and  services  produced  in  a year 

• the  total  value  of  goods  and  services  produced  in  a 
country  in  one  year 

GNP  measures  how  productive  an  economic  system  is. 

• goods  or  services  purchased  from  a foreign  country 

• the  results  of  cost  and  price  increases 
Double-digit  inflation  is  inflation  over  9 percent  per 
year. 

• the  reliance  of  various  people  on  each  other  for  goods 
and/or  services 

• spending  for  the  purpose  of  producing  more  wealth  in 
the  future 

• an  economic  system  whereby  things  are  allowed  to 
proceed  without  government  interference 

• absence  of  competition;  a system  occuring  when  only 
one  producer  has  complete  control  of  a good  or  a 
service 

• the  taking  over  of  ownership  of  a company  by  the 
government 

• things  essential  to  a person  for  survival 
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Opportunity  cost 

Per  capita 
Poverty  line 

Private  enterprise 

Private  sector 

Privatization 

Producer 

Profit 

Public  sector 
Quality  of  life 

Recession 

Red  tape 

Resource 

Scarcity 


• the  benefit  that  is  given  up  when  one  choice  is  made 
over  another 

• per  person 

• the  minimum  amount  required  to  provide  an  adequate 
standard  of  living  for  an  individual  or  family 

• a system  according  to  which  individuals  or  groups  of 
individuals  own  their  own  companies 

• that  which  is  owned  by  individuals  or  companies 
Examples:  Shell,  Dairy  Queen 

• the  selling  of  a government-owned  company  to  private 
individuals 

• one  who  makes  goods  or  produces  a service 

• selling  price  of  a good  or  service  minus  production 
expenses 

• that  which  is  government-owned 

In  a mixed  economy,  like  Canada,  government-owned 
companies,  like  Canada  Post,  make  up  the  public 
sector. 

• an  indicator  of  the  happiness  or  life  satisfaction  in  an 
individual’s  or  group’s  life 

It  is  difficult  to  measure,  but  good  health,  basic 
education,  leisure  time,  and  a clean,  safe  environment 
are  contributing  factors. 

• a slump  or  “bust”  period  in  an  economy  when  demand 
and  production  go  down  while  unemployment  goes  up 
A serious  recession  is  a depression. 

• the  procedure  and  paperwork,  plus  the  difficulty 
involved  in  finding  a responsible  person  to  solve  a 
problem,  often  referred  to  as  bureaucracy 

• a source  of  supply 

• a situation  that  develops  from  unlimited  wants 
together  with  limited  resources 
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Services 


Socialism 


Standard  of  living 


Supply 


Tariff 


• business  functions  in  production  or  distribution 
Examples:  hairdressers  produce  haircuts;  truckdrivers 
deliver  products 

• government  ownership  and/or  control  of  the 
productive  resources  of  a society 

• an  indicator  of  how  well  people’s  needs  and  wants  are 
provided  for 

It  is  measured  by  the  income  of  an  individual  or  the 
average  (per  capita)  income  of  a group. 

• the  quantity  of  a good  or  a service  that  a producer  is 
willing  to  provide  at  a particular  price 

• a tax  on  imports,  sometimes  called  a duty 
It  is  opposite  to  free  trade. 


Transfer  payment 


• the  redistribution  by  government  of  wealth  from  high 
to  low  income  earners 


Wants 


• things  desired  by  a person  that  are  not  essential  for 
survival 


Suggested  Answers 

Section  1 : Activity  1 

1.  The  role  of  an  economic  system  is  to  answer  the  questions: 

• What  will  be  produced? 

• How  will  it  be  produced? 

• For  whom  will  it  be  produced? 

2.  Scarcity  means  there  are  unlimited  wants,  but  limited  resources. 

3.  She  did  not  earn  the  extra  $20.  She  did  not  study  for  the  test. 

4.  Needs  are  things  necessary  for  survival,  such  as  food,  clothing,  and  shelter.  Wants  are  things 
people  would  like  to  have,  but  could  get  along  without. 

5.  Food,  clothing,  and  shelter  are  basic  needs. 

6.  These  will  differ  because  they  are  your  personal  choices. 
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Section  1 : Activity  2 

1 . Three  kinds  of  resources  are 

• natural  resources 

• capital  resources 

• human  resources 


2. 


3. 


4. 


Answers  will  vary  here,  but  following  are  some  suggestions. 


a.  natural  resources  b. 

capital  resources  c.  human  resources 

• iron  ore 

• truck 

• nurse 

• trees 

• saw 

• labourer 

• water 

• tractor 

• taxi  driver 

G 

bubble  gum 

S 

a TV  program 

S 

telephone  calls 

G 

school  desks 

G 

blankets 

G 

telephone  booths 

S 

police  protection 

G 

an  ambulance 

G 

a taxi 

S 

a taxi  ride 

S 

mail  delivery 

G 

fire  truck 

s 

telephone  system 

S 

computer  repair 

Titles  for  the  scale  will  vary,  but  appropriate  labels  would  be  as  follows: 


a.  Resources  and  Wants 

b.  resources 

c.  goods  wanted 

Section  1:  Follow-up  Activities 


Extra  Help 

1 . a.  The  order  of  these  items  will  differ  because  they  are  your  choices, 
b.  Think  of  what  you  gave  up  because  of  the  choices  you  made. 


2.  Currently,  air  and  water  in  Canada  would  fall  into  this  category.  Did  you  think  of  others? 
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Enrichment 

1 . This  list  will  depend  upon  your  personal  life-style. 

2.  Choices  must  always  be  made: 

• Limit  or  reduce  your  wants. 

• Make  do  with  cheaper  wants. 

• Increase  the  value  of  your  labour  through  education,  thereby  increasing  your  ability  to 
obtain  your  wants. 

The  choices  are  yours  so  they  may  be  different  from  the  preceding  ones. 


Section  2:  Activity  1 

1 . Consumer  sovereignty  means  that  the  consumer  has  power  to  decide  what  will  be  produced. 
This  is  done  through  purchases  (buying  power). 

2.  Desire  for  profit  encourages  producers  to  produce  efficiently  to  obtain  consumers’  purchases, 
and  it  encourages  consumers  to  be  wise,  discriminating  buyers. 

3.  They  go  broke! 

4.  Producers  decide  what  methods  of  production  will  be  used.  They  use  whatever  mixture  of 
land,  labour,  and  capital  is  most  profitable. 

5.  No,  people  do  not  have  equal  skills,  abilities,  ambition,  or  even  good  luck. 

6.  a.  increase  b.  decrease  c.  increase 

7.  Without  competition,  consumers  are  not  free  to  bargain,  and  then  are  not  sovereign.  Without 
competition,  prices  are  not  set  by  supply  and  demand. 


^ freedom 

^ profit  incentive 

✓ competition 

sharing 

cooperation 

✓ self-interest 

government  control 

✓ private  ownership 

selfishness 

monopoly 

price  controls 

collectivism 

✓ individualism 

✓ prices  set  by  supply  and  demand 

economic  equality 

central  economic  planning 

9.  Money  is  the  measurement  of  “success”  in  a market  system. 


Social  Studies  33 


Module  3:  Appendix 


104 


Section  2:  Activity  2 

1 . Market  systems  are  decentralized:  that  is,  there  is  no  overall  plan  with  orders  “from  the 
centre.”  Every  person  is  independent  and  does  his  or  her  own  thing. 

2.  In  market  systems  there  are  big  and  small  decisions  about  production  and  consumption. 
Example:  You  buy  a candy  bar;  someone  else  buys  a company. 

3.  a.  Yes,  if  they  can  be  produced  and  sold  for  a profit.  No,  if  they  cannot, 
b.  As  many  as  can  be  sold  for  a profit  will  be  built. 

4.  Whichever  method  is  the  most  profitable.  It  depends  on  the  cost  of  labour  and  machinery. 

5.  Whoever  can  afford  them  will  get  them. 

6.  Price  of  TVs  will  depend  upon  the  supply  and  demand  for  them. 

Section  2:  Activity  3 

1.  Yes,  because  industries  are  privately  (individually)  owned. 

2.  No,  because  in  Canada  several  utilities,  some  industries,  some  transportation,  most  health 
care,  and  the  post  office  are  in  the  public  sector. 

Section  2:  Activity  4 

1 . a.  Those  in  the  field  of  entertainment  are  the  big  winners. 

b.  They  are  paid  most  because  people  have  more  leisure  time  and  more  money  to  spend  on 
entertainment. 

2.  a.  The  farmers  are  the  losers. 

b.  Cost  of  machinery  and  fuel  have  increased,  but  prices  for  their  products  have  remained 
unchanged. 

3.  a.  It  is  your  choice;  therefore,  the  answers  will  differ, 
b.  It  is  your  choice  again;  therefore,  the  answers  will  differ. 

4.  sequence:  IV  - III  - I - II 

5.  suggestions:  X:  audiocassettes  and  LPs  or  X: 

Y : compact  discs  Y : 


mathematics  tables 
pocket  calculators 
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Section  2:  Follow-up  Activities 
Extra  Help 

1 . a.  The  United  States  has  a capitalist  economy.  The  vast  majority  of  businesses  are 

privately  owned,  employ  workers,  make  a profit  or  a loss,  and  sell  their  products  in 
competition  with  other  prices  and  output.  Government  intervention  is  kept  to  the 
minimum  possible.  The  government’s  role  is  to  oil  the  machinery  of  the  economy  when 
neccessary,  then  reduce  its  activities  as  soon  as  possible  after  the  market  forces  have 
begun  to  work  smoothly  again. 

b.  Margaret  Jones  is  a businessperson  in  Alberta.  She  agrees  with  others  who  say  that  work 
builds  character  and  government  hand-outs  weaken  it.  She  points  to  the  personal 
satisfactions,  the  sense  of  achievement,  and  the  high  morale  that  go  with  doing  a job 
well.  She  looks  around  her  and  sees  signs  that  the  government’s  hand  in  everything  is 
causing  more  and  more  people  to  depend  or  rely  on  the  government  for  food,  clothing, 
and  shelter  while  she  pays  high  taxes  to  support  them.  Her  conclusion  is  that  government 
has  become  too  big. 

2.  A 4.  B 6.  A 

3.  A 5.  D 

Enrichment 

1 . These  will  differ  depending  on  which  ads  are  watched  or  read. 

2.  Advertising  can  persuade  the  consumer  to  want  what  the  producer  is  producing.  This  lowers 
consumer  sovereignty. 

3.  The  main  ideas  are  as  follows: 

• Free  trade  provides  foreign  competition. 

• Tariffs  restrict  competition. 

• Tariffs  are  good  for  domestic  (home)  producers,  but  bad  for  consumers. 

• Foreign  competition  guards  against  the  formation  of  monopolies. 


Section  3:  Activity  1 

1.  At  the  centre  of  the  system,  committees  make  big  decisions  affecting  all.  They  delegate 
authority  to  committees  under  them,  and  so  on  down  the  line.  Big  companies  in  Canada,  like 
Petro  Canada  or  The  Bay,  are  highly  centralized  too. 

2.  No.  Planners,  not  consumers,  determine  what  will  be  produced. 
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3.  People  may  not  have  any  incentive  to  do  their  best.  Difficult  or  unpleasant  jobs  may  not  be 
filled.  Did  you  think  of  others? 

4.  a.  planned  economy  b.  market  economy 

5.  Planners  cannot  control  what  the  other  country  does.  For  example,  when  the  USSR  bought 
wheat  from  Canada,  they  could  not  control  the  price  Canada  charged  or  the  quantity  sold  to 
them. 

6.  a.  They  will  be  produced  only  if  the  central  planners  decide  to  produce  them. 

b.  They  will  produce  as  many  as  the  planners  decide  to  produce. 

c.  The  planners  choose  the  method  that  they  decide  is  best. 

d.  Whoever  the  central  planners  decide  to  choose  can  produce  them. 

e.  The  price  is  determined  by  the  planners.  If  they  want  many  to  have  them,  they  will  be 
priced  low.  If  not,  they  will  be  priced  high. 

Section  3:  Activity  2 

1.  In  a planned  economy  100  percent  of  the  workers  are  civil  servants. 

2.  Market  economy  is  to  planned  economy  as  competition  is  to  cooperation  and  as 
individualism  is  to  collectivism. 

3.  There  are  so  many  factors  to  be  considered  in  the  plan:  all  the  land,  all  the  capital,  and  all  the 
workers  in  the  country.  Usually,  the  larger  the  country,  the  larger  the  job  it  is  to  manage  it. 

4.  • The  workers  who  own  private  plots  have  more  incentive  to  be  efficient. 

• Their  land  is  of  better  quality. 

• There  is  less  waste  and  spoilage,  etc. 

Did  you  think  of  others? 

Section  3:  Activity  3 

1 . A social  indicator  is  a measurement  that  helps  to  show  the  standard  of  living  and  quality  of 
life  of  people.  No  one  measurement  will  do  this,  but  several  will  indicate  it. 
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Social  Indicators 

Canada 

USSR 

per  capita  GDP 

$12  252 

$3094 

cars  per  1 000 

413 

30 

TVs  per  1 000 

427 

223 

radios  per  1 000 

1 037 

455 

telephones  per  1 000 

639 

80 

hospital  beds  per  100  000 

875 

1 213 

physicians  per  1 00  000 

178 

346 

3.  Per  capita  GDP  equals  the  value  of  all  goods  and  services  produced  per  year  in  a country 
divided  by  total  population. 

4.  What  follows  are  sample  generalizations.  Yours  may  be  worded  differently. 

• Canadian  workers  are  about  four  times  as  productive  as  Soviet  workers. 

• The  Canadian  system  puts  greater  emphasis  on  consumer  goods  than  the  Soviet  system. 
The  Soviet  system  puts  greater  emphasis  on  the  provision  of  health  services  than  the 
Canadian  system. 

Section  3:  Follow-up  Activities 

Extra  Help 

1 . Model  B does.  Virtually  all  of  the  industries  are  state  owned  (public  sector). 

2.  B 4.  A 6.  A 8.  C 

3.  A 5.  D 7.  A 9.  A 

10.  Reports  will  vary  depending  on  the  sites  you  locate  on  the  Internet. 

Enrichment 

1 . It’s  almost  certain  that  they  will  say  yes.  The  post  office  is  quite  “famous”  for  its  red  tape. 
In  any  company  or  system  red  tape  seems  to  go  hand  in  hand  with  “bigness.” 
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2.  • Use  profit  incentive. 

• Give  more  freedom  to  be  creative. 

You  have  probably  thought  of  others. 

3.  Biographies  will  vary  depending  on  the  sites  you  locate  on  the  Internet. 

Section  4:  Activity  1 

1 . • savings 

• children  who  provide  for  you 

• a pension 

• apartments  or  machinery  you  could  rent  or  sell 
You  may  have  thought  of  others. 

2.  Here  are  some  suggestions  of  desirable  restrictions: 

• harmful  drugs 

• guns,  explosives 

• environmental  poisons 

• unsafe  cars,  appliances 

• dangerous  pets 

3.  $11  billion  -^10  million  = $1 100  per  capita 

4.  a.  It  decreased  during  this  time. 

b.  It  is  probably  true.  The  GNP  goes  up  by  $5  billion,  but  it  may  not  have  been  evenly 
distributed.  A few  people  may  have  received  most  of  the  wealth. 

5.  It  represents  a depression. 

6.  If  the  product  is  the  same  price  the  higher  quality  product  usually  would  be  bought. 
Sometimes  people  are  willing  to  sacrifice  quality  to  get  a lower  price. 

7.  35  000  (those  earning  less  than  $12  000)  . , , , . , , 

5 _=  35  percent  living  below  the  poverty  level 

100  000  (people  in  total  population) 

8.  Most  are.  Everyone  needs  adequate  food,  clothing,  and  shelter.  Some  need  special  diets, 
environments,  and  so  on.  Big  homes,  fancy  clothes,  and  the  like  are  wants,  not  needs. 

9.  This  is  a tough  one!  In  the  past  they  have  been  opposites.  More  production  generally  does 
create  more  pollution  and  greater  usage  of  valuable  resources.  Canadians  may  learn  how  to 
have  more,  while  wasting  less;  but  that  is  not  true  yet. 
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Section  4:  Activity  2 

1 . a.  Capital  goods  have  experienced  the  greatest  gains, 
b.  Foods  have  had  the  least  gains. 

2.  Production  in  factories  is  generally  easier  to  manage  than  food  production  which  takes  place 
over  much  larger  areas  and  is  subject  to  uncontrollable  factors  such  as  weather.  Food  items 
produced  are  perishable,  while  others  are  not. 

3.  a.  18  - 2 = 16  percent 
b.  99  - 79  = 20  percent 

4.  • Increased  worker  productivity. 

• Increase  better  quality  goods. 


5.  The  standard  of  living  could  be  raised  by  improving  the  economy. 

6.  It  would  create  equality  of  opportunity  but  would  be  costly. 

7.  Answers  may  differ  somewhat,  but  will  probably  be  similar  to  those  suggested. 

Provides  for  Provides  for 

it  a little  it  a lot 


security 

freedom 

growth 

stability 

efficiency 

innovation 

equality 

environmental  protection 


3 


4 


5 


4 


4> > 
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-PM > 


41 > 

■M > 
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Section  4:  Follow-up  Activities 
Extra  Help 


Planned  Economy 

Market  Economy 

security 

freedom 

stability 

efficiency 

equality 

innovation 

2. 

D 

5. 

D 

8.  A 

11.  A 

3. 

D 

6. 

C 

9.  D 

4. 

D 

7. 

A 

10.  C 

12. 

a. 

efficiency 

e. 

efficiency  i. 

efficiency,  growth 

b. 

stability,  equity 

f. 

stability,  equity  j. 

stability,  equity 

c. 

equity 

g- 

stability 

d. 

equity 

h. 

efficiency,  growth,  equity 

Enrichment 

1.  Asa  producer,  there  were  low  prices;  therefore,  low  profits.  As  a consumer,  there  was  little 
money  due  to  no  jobs,  or  low-paying  jobs. 

2.  Answers  here  will  vary,  but  your  paragraph  should  include  the  idea  that  when  it  comes  to 
one  group  taking  advantage  of  another,  the  systems  are  no  different! 

3.  Compositions  will  vary  depending  on  what  Internet  sites  you  were  able  to  access. 

Section  5:  Activity  2 

This  is  a difficult  question.  There  is  a great  amount  of  government  involvement  in  our  economic 
system,  but  less  than  in  countries  usually  described  as  socialist  such  as  Sweden,  Finland,  or  Israel. 
Probably  the  best  answer  is  that  Canada  is  “quite  mixed,”  but  not  socialist. 
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Section  5:  Activity  3 


1 . * increased  old  age  pensions 

^ child-care  programs 

^ government  medicare 

^ nationalized  (state-owned)  postal  service 

^ free  public  education 

^ minimum  wage  laws 

2.  It  is  personal  income  tax. 

3.  Program  spending  is  to  be  reduced  from  120.0  billion  to  107.9  billion. 

4.  Public  debt  charges  are  expected  to  increase  from  -38.0  billion  to  -50.7  billion. 

5.  The  public  debt  charges  (interest  on  borrowed  money)  keep  increasing. 

6.  It  was  in  1993  that  Canada’s  greatest  national  debt  of  $40.5  billion  occurred. 

7.  $40.5  billion  (dollar  debt)  £h1  . , r.  . 

= $1  500  per  capita  deficit 

27  million  (populace) 


Section  5:  Activity  4 

1.  the  NDP  2.  Reform  party  3.  Reform  party 

Section  5:  Activity  6 

If  A,  your  reasons  could  be  the  following: 

• The  premier  did  promise  to  compensate  the  investors. 

• It  should  be  the  government’s  job  to  protect  us. 

• Individual  investors  cannot  know  which  company  is  stable  or  honest. 

If  B,  your  reasons  could  be  the  following: 

• The  premier  did  not  ask  the  taxpayers’  permission. 

• It  is  not  the  government’s  job  to  protect  individuals. 

• All  individuals  must  look  after  their  own  interests. 


Social  Studies  33 


Module  3:  Appendix 


112 


Section  5:  Follow-up  Activities 
Extra  Help 

1.  a.  mixed  c.  mixed  e.  planned  g.  mixed 

b.  market  d.  market  f.  planned  h.  market 

2.  a.  Debt  servicing  spending  has  increased  most. 

b.  National  defence  spending  has  decreased  most. 

c.  Almost  28  cents  of  each  tax  dollar  went  to  debt  servicing. 

d.  Not  shown  (the  graphs  show  only  changes  in  spending  priorities,  not  total  amount  spent). 


Factor 

Capitalism 

Soc.al.sm 

1 

Communism 

Private  Property 

eMeedlai 

modthf, 

OffMed 

Individual  Freedom 

essential 

comAideAedsle 

undesirable 

Cooperation 

not  important 

somewhat  important 

very  important 

Competition 

essential 

quite  important 

undesirable 

Personal  Profit 

a necessary  incentive 

some  is  acceptable 

discouraged  and  illegal 

Prices 

!uf,  dupplty  and  demand 

dame  amJeedi 

fixed  by  planners 

Economic  Centralization 

undesirable 

some 

necessary 

Consumer  Sovereignty 

essential 

quite  important 

no,  planners 
have  sovereignty 

Monopoly 

p/ieJulut 

some  gov’t  monopolies 

yes,  state  monopolies 

Collectivism 

undesirable 

some 

desirable 

Role  of  Government 

little 

some 

much 

Self-interest 

essential 

OK  if  regulated 

i didoM/iaCfe 

Economic  Equality 

undesirable 

“partial”  equality 

de&ieeikle 

Enrichment 

1 . Answers  will  differ,  depending  upon  the  articles  chosen. 

2.  Responses  will  differ,  but  should  answer  the  four  questions. 

3.  Findings  will  differ  depending  on  the  Internet  sites  you  access  and  will  also  vary  depending 
on  your  understanding  and  knowledge  of  Canada’s  social  system. 
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